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FINANCIAL LITERACY: EMPOWERING
AMERICANS TO MAKE INFORMED FINANCIAL
DECISIONS

TUESDAY APRIL 12, 2011

U.S. SENATE,
SUBCOMMITTEE ON OVERSIGHT OF GOVERNMENT
MANAGEMENT, THE FEDERAL WORKFORCE,
AND THE DISTRICT OF COLUMBIA,
OF THE COMMITTEE ON HOMELAND SECURITY
AND GOVERNMENTAL AFFAIRS,
Washington, DC.

The Subcommittee met, pursuant to notice, at 2:33 p.m., in room
628, Dirksen Senate Office Building, Hon. Daniel K. Akaka, Chair-
man of the Subcommittee, presiding.

Present: Senators Akaka, Johnson, and Coburn.

OPENING STATEMENT OF SENATOR AKAKA

Senator AKAKA. I call this hearing of the Subcommittee on Over-
sight of Government Management, the Federal Workforce, and the
District of Columbia to order.

Aloha and good afternoon, everyone. I want to welcome our wit-
nesses to today’s hearing, “Financial Literacy: Empowering Ameri-
cans to Make Informed Financial Decisions.” Thank you for being
here.

This April is Financial Literacy Month, our opportunity to show-
case the importance of financial literacy in America. My first les-
sons in financial literacy date back to my childhood. My fourth
grade teacher required us to have a piggy bank to teach us about
money management. We learned that money saved a little at a
time can grow into a large amount, enough to buy things that
would have been impossible without savings. My piggy bank taught
me important lessons about money management that I never for-
got.

Growing up, my family did not have a bank account where we
could save money securely and earn interest. I grew up in a large
family and you could say we were poor. We budgeted by putting
our money in a box that was divided into sections. If the food com-
partment was empty, we did not eat, even if there was money in
the clothing compartment.

I know personally the challenges that families face when they
are unable to save or to borrow money for unexpected expenses. My
parents made difficult choices to provide better opportunities for
their children. I understand now how much worse off we would
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have been if my parents had not worked so hard to understand dif-
ficult financial decisions and to make careful choices, or if they had
fallen prey to the types of predatory practices we have seen flourish
in recent years.

All of this led to a better life for me and gave me an appreciation
for the importance of financial literacy. Too many Americans do not
have the financial knowledge they need to effectively manage their
finances, use credit, and plan for retirement. Improving our Na-
tion’s level of financial literacy has been a top priority for me dur-
ing my time in the Senate. I have worked to educate, protect, and
empower Americans through financial literacy.

Through financial education, we can provide individuals with the
knowledge and skills they need to make better financial choices.
Through consumer protection, we can safeguard individuals against
harmful practices and bad information that lead to poor financial
choices. Accomplishing these two goals will result in economic em-
powerment for all Americans.

Just 10 years ago, Congress made its first serious commitment
to financial literacy when we enacted my Excellence in Economic
Education Act as part of the No Child Left Behind Act. My bill au-
thorized a range of activities to promote economic and financial lit-
eracy in our schools. Then in 2003, we created the Financial Lit-
eracy and Education Commission (FLEC). The Commission is
tasked with coordinating and improving the effectiveness and effi-
ciency of Federal financial literacy efforts.

I am proud of my efforts with the help of many of my colleagues
to educate, protect, and empower Americans. For example, credit
card statements are now required to contain information about the
costs of making minimum payments. More meaningful information
will be available for consumers purchasing investment products or
sending remittances to family members abroad. The Department of
the Treasury is implementing provisions I authored to provide fi-
nancial education to prospective homeowners and financial access
to the unbanked and underbanked. Still, there is more work to be
done.

The Federal Reserve estimates that household debt in America
totals $13.4 trillion. Most Americans do not have a budget and do
not save for retirement, and many are unable to pay their bills on
time. We are still in the midst of record rates of mortgage defaults
and home foreclosures. One in three homeowners say their mort-
gages are not what they expected.

It is when people lose jobs and wages fall, when home values de-
cline and foreclosures rise, and when retirement account values
plummet, that the true costs of financial illiteracy becomes appar-
ent. Financial literacy is more important than ever, and the Fed-
eral Government has a vital role in promoting financial literacy
throughout the country.

Today, we will examine that role as well as the progress of Fed-
eral financial literacy initiatives and the Financial Literacy and
Education Commission. I look forward to hearing from our wit-
nesses today and I look forward to hearing from our other wit-
nesses, as well.

Senator Johnson, your opening remarks.
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OPENING STATEMENT OF SENATOR JOHNSON

Senator JOHNSON. Thank you, Mr. Chairman. Aloha.

Senator AKAKA. Aloha.

Senator JOHNSON. Mr. Dodaro, it is nice to see you again here.

I would like to thank the Chairman, first of all, for holding this
hearing. Financial literacy is pretty dear to my heart. The last 10
years in Oshkosh, most of my volunteer efforts were really centered
around education, and the last 2 years in particular, I was the
Business Co-Chair of our Partners in Education Council of the Osh-
kosh Chamber. This was a group of individuals, educators from
high school, administrators and teachers, as well as the University
of Wisconsin-Oshkosh, Fox Valley Technical College, the private
schools, as well as the Catholic school system, and a number of
business leaders from the community.

And as we discussed the problems with education, certainly the
business leaders’ input always was what we were seeing in terms
of recent graduates coming to our workplace, and it was amazing.
The consensus view from all the business leaders was that recent
graduates were coming to our workplace totally unprepared for not
only work not understanding the importance of attendance, appear-
ance, work ethic, attitude—but tragically coming to the workplace
in way too much debt. And that is not only just high school grad-
uates, that is also kids who have just graduated from college who
had gotten in way over their head in debt with college loans.

So I do believe that financial literacy is an incredibly important
topic for our Nation. It really challenges our success as we move
forward. But I guess what I would like to get out of this hearing
is certainly what we were doing is we were addressing it at the
local level, which I think, in general, is where this is going to have
to be addressed, with each individual student. And so I guess the
questions I will be having is what is the Federal role? How effec-
tive are we at performing that role? How cost efficient are we?

That is really kind of what I am looking to get out of this hear-
ing, so thank you, Mr. Chairman.

Senator AKAKA. Thank you very much, Senator Johnson. Senator
Coburn, your opening.

OPENING STATEMENT OF SENATOR COBURN

Senator COBURN. First of all, Mr. Chairman, I love you tremen-
dously. I think you are a sweetheart of a person. I have a com-
pletely different thought on this.

I would go back to what you said. Who taught Chairman Akaka
his financial literacy? His teacher. We have to fix the real problem.
It means what we are doing is not teaching the teachers, and
therefore it is not taught. The problem is our educators today are
not taught financial literacy and not taught to teach financial lit-
eracy.

I have heard you tell about your stories and your family at our
prayer breakfast on Wednesday. It is always wonderful to hear
what you learned from your family. I am not going to be able to
stay for the whole hearing, but Mr. Dodaro is going to talk about
some things that came about out of his report. What we know is
that we have 20 different agencies in the Federal Government. We
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know that we have 56 separate financial literacy programs and we
in Congress have not done oversight on any of them.

So I have some questions. No. 1 is do we have the moral author-
ity to teach financial literacy from the Federal Government when
we have a $14.2 trillion debt, when we run deficits of $1.2 to $1.6
trillion a year. It takes a lot of arrogance on our part to think that
we can teach young people when we are managing a Government
that has that kind of imbalance. I think we lack the moral author-
ity.

I think we also lack the constitutional authority. If you look at
education since 1978, we have spent $2 trillion on education. You
cannot find one metric that is better since we have been involved
in it. Again, Thomas Jefferson said, if you want the Federal Gov-
ernment involved in education, you have to change the Constitu-
tion. We did not do that. We just ignored it.

What we do not lack is the goal that we would assume that we
can teach somebody financial literacy. So I am very concerned
about where we are going. This is an area where I think we ought
to have oversight. I think we ought to have consolidation of pro-
grams. If, in fact, it is a legitimate role for the Federal Govern-
ment, we ought to be consolidating and doing oversight to make
sure that we get good value of the programs that we run. There
is nothing wrong with our Federal employees in trying to do this,
there is a problem with Congress in terms of oversight.

So the fact that you are having this hearing today, I congratulate
you. I think it is important that we do it so we can find out about
the 20 different agencies and the 56 different programs. Thank
you.

Senator AKAKA. Thank you Senator Coburn.

I welcome our first panel of witnesses to the Subcommittee, the
Honorable Gene Dodaro, Comptroller General of the United States
and head of the U.S. Government Accountability Office (GAO).

It is the custom of this Subcommittee to swear in all witnesses.
Please stand and raise your right hand.

Do you swear that the testimony you are about to give this Sub-
committee is the truth, the whole truth, and nothing but the truth,
so help you, God?

Mr. DobpAro. I do.

Senator AKAKA. Thank you. Let it be noted in the record that the
witness answered in the affirmative.

Before we start, I want you to know that your full written state-
ment will be part of the record and I would like to remind you to
please limit your oral remarks to 5 minutes. Mr. Dodaro, please
proceed with your statement.
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STATEMENT OF HON. GENE L. DODARO,! COMPTROLLER GEN-
ERAL OF THE UNITED STATES, U.S. GOVERNMENT ACCOUNT-
ABILITY OFFICE; ACCOMPANIED BY ALICIA PUENTE
CACKLEY, BARBARA D. BOVBJERG, AND SUSAN OFFUTT

Mr. DopARO. Thank you very much, Mr. Chairman. Good after-
noon to you, Ranking Member Senator Johnson, and Senator
Coburn. It is nice to see all of you this afternoon.

I am particularly pleased to be here on Financial Literacy month
to talk about this topic which is important to the well-being of our
citizens and the economic health of our country. Senator Akaka, I
would like to recognize your leadership on the many initiatives
that you taken over the years on this topic.

GAO’s involvement has been, at the request of Congress, looking
at a lot of these individual agency efforts on specific areas such as
the student loan programs, disclosures in banking and investment
products, products that are trying to be sold to members of our
military, also in retirement and savings areas. So we have done a
lot of work looking at individual areas.

More broadly across the Government, as Senator Coburn men-
tioned, we have observed that there are 20 agencies engaged in this
activity and there are over 56 different programs or activities that
are underway, which raises questions about fragmentation and po-
tential duplication. It places a premium on the need for Federal
agencies, to the extent they are going to be involved in these activi-
ties, to coordinate their activities effectively.

Consequently, we have also looked at the activities of the Finan-
cial Literacy and Education Commission since it was formed in
statute back in 2003. 2006 was the first year that they had created
a national strategy. We thought it was a useful first step, but that
it was more descriptive of what was going on rather than strategic.
Recently this year, they have issued the second version of their na-
tional strategy, which has more clear goals and objectives stated in
it but does not yet have performance measures, what resources are
required, or clear roles and responsibilities enumerated for the
agencies. Senator Johnson and Senator Coburn, both of those areas
go to the heart of your issue. We do not really know right now
what the total investment is in these programs and what the clear
roles and responsibilities should be.

Now, the implementation plan that the Financial Literacy and
Education Commission is going to create, I think, could be a plat-
form for oversight activities of this Congress. It is due to be issued
before the end of this fiscal year.

Also, there is a new development with the creation of the Bureau
for Consumer Financial Protection that was created under the Wall
Street Reform Act. That new Bureau is to be up and running by
July of this year and it is charged with developing a strategy on
financial counseling activities, credit counseling for consumers as
well as savings and borrowing areas. So its charter somewhat is
similar to what the charter is for the Commission and that under-
scores the need for additional coordination and communication
across the executive branch and with this new Bureau going for-
ward.

1The prepared statement of Mr. Dodaro appears in the appendix on page 35.
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Clearly, this effort requires a partnership, whatever Congress de-
termines to be the Federal role. There are partners at the local
level in academia at the nonprofit organizations, and a lot of people
interact with the public in this, and it really will require, I believe,
a true partnership over a period of time.

There is also a dearth of knowledge about what works and what
does not work in financial literacy education. One of the mandates
we have under the Wall Street Reform Act is to evaluate the effec-
tiveness of Federal literacy education efforts that have taken place
so far. We are in the process of completing that work. We will have
a report out this summer. But it really does not look like there is
a lot of empirical information on what works in terms of not only
educating and increasing knowledge, but how you effect a change
in behavior on the part of the individuals provided that education.

So it is very important to continue to focus on these activities.
I think congressional oversight is warranted, and could be a con-
structive force in making sure whatever is done is done effectively
and efficiently.

I can assure you GAO will remain committed to this area. It is
one of my top priorities that I would like to focus on throughout
my tenure at the GAO because I believe it is important. But we
really have to figure out how best to tackle this subject and do it
in a cost effective manner.

So I thank you, Mr. Chairman. I would be happy to answer your
questions. I have with me today some of our experts in financial
markets and retirement and education areas that will help me an-
swer questions, and I may call upon them, if it is OK with you, to
answer some questions. Alicia Puente Cackley, Barbara D.
Bovbjerg, and Susan Offutt, our Chief Economist.

So thank you very much. I would be happy to answer questions.

Senator AKAKA. Thank you very much, Mr. Dodaro, and I want
to tell you that they are welcome to join you to answer questions.

Mr. Dodaro, I want to commend and thank you for making pro-
moting greater financial literacy in the United States a top pri-
ority. I share your belief that this issue is important enough to
warrant the focus of the Comptroller General. My question to you
is, how do you believe you can best leverage your position to accom-
plish this critical and challenging goal?

Mr. DoDARO. There are really three elements to it, Mr. Chair-
man. First, we have a strong foundation of knowledge in respond-
ing to congressional requests and looking at how Federal law as en-
acted has been implemented in these areas to try to provide finan-
cial literacy education and interact with the public on important
Government programs that it offers and provide the protection. So
to the extent to which Congress has already determined that cer-
tain activities will be done by the Federal agencies, we have evalu-
ated how they are operating, and so we start off with a strong base
of knowledge, institutional knowledge in GAO.

Second, we have the resources and the support to effectuate and
bring together multiple parties. So we have the convening power.
The Comptroller General forums is one that we have used histori-
cally throughout GAO. It was used by my predecessors, Dave Walk-
er, Chuck Bowsher, to bring people together from different ele-
ments of society to talk through issues so we can identify what
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kind of gaps exist, what challenges are there, and what the proper
role should be for GAO and for the Federal Government in that
matter and advise the Congress on what others think about it.

For example, I plan to convene a forum this fall to bring together
people from Federal, State, and local levels, nonprofit, private sec-
tor, and academia, to talk about this subject and to get collective
judgments and experiences of those people. Also, the unique posi-
tion that I am in is that I have a 15-year tenure. So you have a
long period of time to focus on the subject, and this subject will
take time. To the extent to which the Federal Government wants
to achieve objectives in this area, it will take time, and I believe
that enables me to work across Congresses, across administrations,
and be able to be a source of institutional knowledge and also one
that can continue to track progress and what is working and what
is not.

Senator AKAKA. Thank you, Mr. Dodaro.

As you noted in your testimony, providing Americans with the in-
formation they need to make responsible financial decisions is key
to their well-being and the economic health of our Nation. What
unique capabilities does the Federal Government contribute to fi-
nancial literacy efforts?

Mr. DoDARO. Well, there are two things. First, I would say, there
is a lot of expertise in departments and agencies on specific issues,
whether it is investor information, retirement, pension information,
or student loan programs. So there is a reservoir of knowledge. But
also, importantly, the Federal Government is a source of unbiased
objective information. There is no financial interest on the part of
the Government in providing this information and it can make in-
formation available to people through its normal exchanges of deal-
ing with the Federal Government.

Now, I would say to Senator Coburn’s point, I think the Federal
Government could do a much better job being a role model in this
area and exhibiting behavior on the part of its financial practices
itself. But I do think the Federal Government has both the ability
to tap into resources that are there and to provide objective infor-
mation.

Senator AKAKA. Mr. Dodaro, I am concerned that GAO’s recent
report noting possible fragmentation of Federal financial literacy
efforts has been inaccurately characterized as evidence of duplica-
tion. Would you please clarify GAO’s findings and explain why en-
hanced coordination may be beneficial in the area of financial lit-
eracy.

Mr. DODARO. Yes. Back in 2006, when we commented on the na-
tional strategy, one of the recommendations we made to the Finan-
cial Literacy and Education Commission was that it have an out-
side objective look at the extent of potential overlap and duplica-
tion in its activity. So we were concerned back then. They have had
a couple of studies since then. Both studies have concluded there
is little evidence of exact duplication of same services to the same
beneficiaries, but clearly there is fragmentation in these areas in
that you have multiple agencies acting in the same area of national
interest.

And so, our concern is that fragmentation left without proper
oversight can lead to duplication down the road. I think in this par-
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ticular area, the fragmentation and potential duplication is height-
ened a bit by the creation of this new Bureau of Consumer Finan-
cial Protection at the Federal Reserve, so I think congressional
oversight would be warranted in this area.

So there really is not evidence to date. We are concerned about
it. That is why we put it in the report that we gave to the Con-
gress. And clearly, fragmentation is really only controlled through
effective communication and coordination. If that does not happen,
then these things can easily lead to inefficiencies in how we use
our resources.

Senator AKAKA. Well, we will have a second round of questions.
I will now pass it on to Senator Johnson for his questions.

Senator JOHNSON. Thank you, Mr. Chairman.

You mentioned there are 20 agencies involved in this. In terms
of how this is organized, is there a lead agency? Is there a pecking
order here?

Mr. DoDARO. Yes. There is an Office of Financial Education with-
in the Treasury Department that coordinates the work for the Fi-
nancial Literacy and Education Commission. So they are sort of the
coordinating entity, by statute, I believe.

Senator JOHNSON. You say you really do not know how much is
spent in total. I mean, can you hazard a guess? Are we talking mil-
lions, hundred millions, billions? I mean, do you have any clue at
all?

Mr. DODARO. Let me just check. Yes. There is really not a way
to determine it because there are not budget items for this subject
clearly marked. So we really cannot—I cannot give you a guess at
this point, even an educated guess.

Senator JOHNSON. Is there any line item within a particular
agency that would give you some sort of feel of, well, the Treasury
is spending—they have an office that spends $20 million on it,
or—

Mr. DopARO. Yes. Well, I think there are a few people in the
Treasury Department, and one of the things that we have rec-
ommended is their implementation plan is going to be issued by
the end of this fiscal year, that it include resource estimates in the
plan. We are saying is you ought to be clearer about the roles and
responsibilities and the resources that are needed. I take it from
our team we have tried to determine the amount of resources, but
we have not yet been able to do so.

Senator JOHNSON. Just in kind of getting ready for this hearing,
I think one of the things that jumps off the page at me is the Fi-
nancial Literacy and Education Commission was first formed in
2003, is that——

Mr. DoDARO. The law was passed in 2003, right.

Senator JOHNSON. Can you point to some accomplishments since
2003 of them creating strategies and then doing another strategy
and then doing a report, or

Mr. Doparo. Yes. Well, they have created a website. They have
it established, it is mymoney.gov. It has resources that are con-
nected and have links on it there. They have improved the coordi-
nation and communication among themselves within the Federal
agencies. But they would be in a better position to give you more
specifics. Those are the things that we have noted over time.
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Senator JOHNSON. Financial literacy can be a relatively broad
topic——

Mr. DopARO. Right.

Senator JOHNSON [continuing]. And cover all types of things. Is
there any kind of priority in terms of what we are trying to teach,
I mean, what the Federal Government is concentrating on here?

Mr. DODARO. Yes. One of the things in their new strategy that
they just put out this year were developing some core com-
petencies, and those competencies would deal with issues in terms
of what they think the average citizen should know, savings, bor-
rowing, credit, those sorts of things. They are due to be able to de-
velop that coming forward and then we will be able to review that
and be able to see whether or not that makes sense as the right
approach to do.

So far, they have focused a lot on awareness and raising edu-
cation and providing resources to people to be able to use available
resources to help inform them. But one of the things that we have
noted is there really are not any performance measures in their
plan, and that is what we are hoping to see in the implementation
plan. If you do not have clear roles and responsibilities, if you do
not know how much resources that you are using and you do not
know how you are going to measure your performance going for-
ward, you are really not going to be in a good position to dem-
onstrate achievement or answer the questions you are asking about
what progress have they made over a period of time.

Senator JOHNSON. I mean, if they have not even in 7 years de-
fined what it is they are going to teach—or am I misinterpreting
that? When you started talking about they are trying to define the
core competencies, I mean, that is 7 years just trying to lay out
that, and, we really ought to teach kids about running up credit
card debt or getting in too deep in terms of student loans or how
do you educate the public in terms of mortgage literacy. Are we
really, after 7 years, just laying out what those core competencies
are? Is that as far as we have gotten?

Mr. DoDARO. Well, as I mentioned, they have established
websites, have links, have created some partnerships and activities
and getting other people involved, and so I think they are trying
to go about this in a more systematic manner. Quite frankly, I
think this was an important initiative, but I think the last reces-
sion has really underscored how important it is and that has
spurred people to become a little bit more active in this area. Most
of these programs we are talking about have only been created in
the last decade, and we are going to be pursuing the individual cost
of these programs in our future work.

Senator JOHNSON. When you have 20 different agencies involved,
again, you are spanning—can you just name the top five or six
agencies that really have accomplished objectives here or actually
have some sort of focused effort?

Mr. DoODARO. Well, I can name some of the ones that are in-
volved. I am not sure I can name the ones that have the greatest
accomplishments. But the Treasury Department is involved. The
Department of Defense (DOD) is involved in providing information
to military servicemembers, and for there, we have made a number
of recommendations that they have implemented. So I think there
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has been some progress in that area, as well. The Department of
Health and Human Services (HHS) has a number of programs that
are dealing with both health issues as well as aging.

If T might, I might ask Alicia to come to the table and help give
more specifics, Senator.

Senator JOHNSON. That would be great. Thanks.

Ms. CACKLEY. So the question being which agencies have the
largest proportion of programs. I think some of the major ones
would be the Department of Housing and Urban Development
(HUD), and the Education Department (DOE), the Federal Trade
Commission (FTC), the Securities and Exchange Commission
(SEC). Those are some of the programs that we have identified.

Senator JOHNSON. Can you just give me an example of—a pro-
gram that has worked, in terms of what it is we are trying to edu-
cate and how we go about implementing that. How do we push this
back down to the level of people actually learning.

Ms. CACKLEY. I can give you examples of programs. We have not
done the work to say which ones are working that we have identi-
fied best practices yet. There are certainly programs that we are
looking at. There is a Homebuyers’ Counseling Grant Program that
we are mandated to look at that is run out of the Office of the
Treasury, actually, but it is for individuals who are planning on
buying a home, that they get counseling beforehand about financial
literacy issues, about how to save for a downpayment, about just
how to go about doing the purchase of a home.

Senator JOHNSON. Thank you. Well, I guess I have run out of
time. Thanks.

Mr. DODARO. Senators, one program at the Federal Deposit In-
surance Corporation (FDIC) called Money Smart, we would be
happy to provide some information for the record on that one. I
think that one has a pretty good reputation and has a good evalua-
tion component built into it. Excuse me, Senator.

Senator AKAKA. Thank you very much. Senator Coburn.

Senator COBURN. Mr. Dodaro, can you imagine anybody sitting
at home—they are obviously not seeing this. This does not rank
high on C-SPAN’s coverage. But this is the classic case of why this
country is in trouble. In 2003, we passed a law. I question whether
or not we had the authority to do that under the Constitution, but
let us say we did. In 2006, you make major recommendations.
Whether or not they have been followed or not, you have not re-
ported on. In 2011, a full 8 years after the bill is passed, we now
start with core competencies, which is the very thing we should
have started with in 2003. I am not trying to Monday morning
quarterback this, but can you think of a worse way to set things
up than what we have done? Can you ask any American who would
think that the Federal Government ought to have 56 different pro-
grams for financial literacy? Even if we were running our budget
well, and even if we do have the constitutional authority, 56? What
is our goal? Our goal is to be financially incompetent if that is the
way we are going to run the Federal Government.

I have a great relationship with your team and this is a classic
example of a well-meaning intent by the Senator from Hawaii to
accomplish a purpose. However, we have zero metrics that we
know of. Your report could give us zero metrics on any of them.
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That does not mean they are not out there, but right now, this
Congress, 8 years after this has happened, we have zero metrics.
And what do we do? We duplicate your Commission with the Con-
sumer Product Safety Board with another set of rules, exactly the
opposite of what we should have done. What we should have done
is consolidate them all in one and say, what is our goal? How are
we going to measure it? Who are we going to put in charge of it.
Instead, we have financial literacy programs at 20 different Fed-
eral agencies. That is insanity.

This is a classic case of what not to do. It does not mean people
are not trying to do the right thing. It means we have not done the
oversight to see what should happen.

I will go back to the original thought. Our failure is in the De-
partment of Education, because financial literacy is not hard. You
can learn it in the sixth grade. Chairman Akaka learned it in the
third grade. But the fact is, we are not teaching the teachers. Be-
cause we are failing at one program, now we have 56 programs to
try to make up for it.

You can tell I am intense on this issue, not because of this one
program, but I can show you 100 other programs with great inten-
tions, great compassion for people in this country that are failing
just like this is. The fact that we do not have metrics and we do
not know what it costs, the fact that we cannot even tell what it
costs is another big problem, that you could not find out what it
has cost.

By the way, the reference for all this came out of the work that
the GAO did in terms of the last debt limit extension to where we
were trying to find duplication in the Federal Government. GAO
has looked at about, I guess, a third of the Federal Government.
But to me, it is very frustrating that we are where we are. The les-
son we should learn from this report is, let us not go there again.

And I tell you, what you are setting up in terms of the consumer,
do not make the mistakes. There should not be one thing that does
not have a metric on it. There should not be anything outside of
core competencies, and if they are effective over here, then let us
eliminate the rest of it, but let us do not have dual paths. Nobody
can tell me with 56 different programs that we are efficient uti-
lizing Federal employees in doing that when we could have three
or four and accomplish the same thing.

So end of my statement. No question. I apologize for ranting.

Senator AKAKA. Thank you very much, Senator Coburn.

Mr. Dodaro, as you noted in your testimony, evaluating financial
literacy programs is challenging. However, you note that the
FDIC’s Money Smart program does have a strong evaluation com-
ponent. GAO is in the process of reviewing existing studies of the
effectiveness of financial literacy. My question is, do the methods
used to evaluate the Money Smart program show promise as a
model that could be adjusted for other agency programs?

Mr. DODARO. There are two components of the Money Smart
evaluation program that I think are really important and could be
helpful going forward. One is they are attempting to measure not
only what information is passed to the people who use the pro-
gram, participate in the program, but also whether it is changing
their behavior, which is a real important outcome of this, not to
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just in terms of provide the education, but hope it achieves an ob-
jective of having them make sounder decisions.

And then, second, it has a longitudinal component, so it is trying
to measure the performance over time, which I think is another im-
portant measure. So, yes, there are important lessons that could be
learned out of that program. What we are finding overall, though,
is there is very little empirical research on the effectiveness of fi-
nancial literacy efforts and even fewer studies that are actually
measuring the behavior as the Money Smart program is trying to
do. So we are analyzing those studies now and we will be providing
our report to the Congress this summer.

Senator AKAKA. You say you are analyzing these studies now. Is
there a timeframe for releasing the results of this report?

Mr. Doparo. Yes. We have to report by the anniversary date of
the Dodd-Frank Act, which will be by July, and so we will be re-
porting by then.

Senator AKAKA. Mr. Dodaro, I am pleased that the 2011 National
Strategy for Financial Literacy developed by FLEC incorporates
many of the GAO’s recommendations. I am looking forward to re-
viewing FLEC’s forthcoming plan to implement the national strat-
egy. Based on the best practices GAO has observed, what elements
must an effective implementation plan contain?

Mr. DoDpARO. There needs to be clear goals and objectives in the
plan, a statement of what issues are trying to be addressed or the
problem that it is trying to be solved or help improve the situation.
There need to be clear resource measures as to what level of invest-
ment is going to be made in the program. There need to be meas-
ures of progress and metrics of success.

We think the current plan that was produced this year has clear
goals and objectives in it, but it lacks the performance measures,
resources to be invested, and clear roles and responsibilities of the
departments and agencies. So we are hoping that the implementa-
tion plan that the Commission is scheduled to release by the end
of this calendar year contains those elements. I think that would
be very important and it would provide a good benchmark, as well,
as the new Bureau is stood up over at the Federal Reserve.

Senator AKAKA. Mr. Dodaro, as you know, I have long cham-
pioned efforts, such as the GPRA Modernization Act, aimed at en-
hancing collaboration and coordination across the Federal Govern-
ment. In 2003, as you mentioned, we created the Financial Literacy
and Education Commission to enable this coordination among the
key agencies working to improve financial literacy. How can the
FLEC buildupon the progress its members have already made?

Mr. DobpARrO. Well, I think two things are important. One is this
implementation plan. It has to be clear of what is expected to be
achieved and over what period with what level of investment. They
can also begin to do more evaluations of the programs of success
to find out what works and what does not and how to buildupon
the successful elements of what they are achieving. And third, they
need to really coordinate closely with this new Bureau so that the
resources that are spent by the Federal Government are spent as
most effectively and efficiently as possible.

Senator AKAKA. Mr. Dodaro, the GAO has found Americans with
limited English proficiency face significant barriers to financial lit-
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eracy. This places them at greater risk for predatory practices and
poor financial decisions. In your view, how would increasing finan-
cial literacy among those with limited English proficiency benefit
individual consumers and the economy as a whole?

Mr. DoDARO. Yes. Well, to the extent to which everyone would
benefit from financial literacy, they would benefit, as well, in terms
of increasing their self-sufficiency and being able to guard against
practices that are really trying to be deceptive, if you will.

Many of the people with limited English proficiency also would
benefit from making sure that they are using our financial system
so they are getting the benefit of those systems rather than payday
lenders or using money orders or other more costly methods of ba-
sically conducting their financial business. It is estimated that one
in four households does not have a checking or a savings account
and thus they turn to these other measures. And so the extent to
which people can be educated that there are better ways to be able
to do it and more cost-effective ways for them, I think everybody
would benefit.

Senator AKAKA. Thank you very much for your responses. Sen-
ator Johnson.

Senator JOHNSON. Thank you again, Mr. Chairman.

Mr. Dodaro, you talked about studies being conducted. Who is
conducting those studies?

Mr. DoDARO. One was done by the Research and Development
(RAND) analysis. Let me let—Alicia can give you more specifics.

Ms. CACKLEY. There were two studies that were done. The first
was done by a post-doctoral student who was contracted to do the
analysis. We looked at that work and suggested that there could
be a more objective analysis done, and then the RAND study was
done as a result.

Mr. DopARO. Were you talking, Senator, about the studies that
were done more broadly evaluating financial literacy efforts

Senator JOHNSON. Yes. I am trying to determine

Mr. DODARO [continuing]. Those studies?

Senator JOHNSON [continuing]. First of all, who is conducting the
studies——

Mr. DODARO. Right.

Senator JOHNSON [continuing]. What are they studying.

Mr. DoDpARO. Right.

Senator JOHNSON. Specifically, what are they looking at?

Mr. DoDARO. Right. He is talking about the 200 studies we are
currently looking at.

Ms. CACKLEY. The 200 studies of——

Mr. DoDARO. The financial literacy efforts, our current mandate.

Ms. CACKLEY. Our current mandate looks at what—we started
with a broad set of studies. I was looking puzzled because we got
from 200 down to a smaller number when we established the cri-
teria of whether they were good empirical studies, so it is a smaller
number now. But GAO did an analysis of the literature, so we went
out and looked across the academic literature and found which
were the most robust studies of financial literacy that were within
the last—how many years—10 years, I believe.

Senator JOHNSON. So again, these are academic studies, not real-
ly commissioned by the GAO, but you are just searching the aca-
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demic literature in terms of people conducting studies on financial
literacy.

Ms. CACKLEY. Right. Conducting studies on the effectiveness of
financial literacy programs, yes.

Senator JOHNSON. OK. Which programs? What were they study-
ing, or just they were studying everything?

Ms. CACKLEY. I think there is a variety of different outcome
measures or specifics. It is not as if everybody looked at exactly the
same thing. So there is a range of populations that were studied.
There is a range of outcome measures, whether or not the studies
looked at, I think as we said before, just an increase in knowledge
or a change in behavior. There is quite a difference.

Senator JOHNSON. Again, I am sorry. I am confused. Mr. Dodaro,
you were talking about you are mandated by the Dodd-Frank bill
to complete the study by the anniversary date of the Dodd-
Frank——

Mr. DoODARO. Right.

Senator JOHNSON. What study?

Mr. DoDARO. Right.

Senator JOHNSON. I mean, are you studying the studies?

Mr. DODARO. Basically, we are studying what is known about the
effectiveness of various financial literacy efforts, and so we are
doing a synthesis of the studies. We are not trying to go out and
do a—we do not have time to be able to do a de novo study of this.
So, yes, we are looking at all the studies that were done. We do
this routinely in certain different areas, and then we determine
which of the studies have enough good methodologies to be able to
be relied on and then we will sort of summarize that for the Con-
gress. I would be happy to give you a list of the studies that we
are working on, what was studied and what was done, but this is
in process and we should have the final results out. So, yes, we are
analyzing studies done by others.

Senator JOHNSON. And not necessarily targeting Government
programs. So the study you are doing really may have nothing to
do whatsoever with these 20 agencies or these 56 different pro-
grams. I mean, you are just kind of picking whatever is out there
in the academic literature.

Mr. DopArO. Well, it will cover whatever is done by the agencies
plus what would be done by others. So it will cover everything that
has been done. We are not excluding any studies that might have
been done by Federal departments or agencies or focused on their
programs, but it is broad-based.

Senator JOHNSON. So have there been studies, then, that have
been done by the Government agencies on their educational pro-
grams, their financial literacy programs? I mean, those things actu-
ally do exist?

Ms. CACKLEY. Different agencies have done—have a different
level of analysis of that, the effectiveness of their programs. So one
example is the Department of Labor (DOL), which has done focus
groups to determine the effectiveness of their different forms of
outreach and understanding of the content of the material that
they provide. So that is one example. But each agency—Dbecause
each agency has a different program, may target a different popu-

12:22 Oct 14,2011 Jkt 067127 PO 00000 Frm 00018 Fmt6633 Sfmt6633 P:A\DOCS\67127.TXT JOYCE



H605-41331-79W7 with DISTILLER

VerDate Nov 24 2008

15

lation, they may have a different evaluation method. That is part
of the fragmentation that we have identified.

Senator JOHNSON. So let us just say the Department of Labor
study, as one example. Who is the Department of Labor targeting
for financial literacy education?

Mr. DoDARO. Yes. Let me—Barbara Bovbjerg handles our work
in that area. Let me have her come up, Senator.

Senator JOHNSON. Great. Thanks.

Ms. BOVBJERG. Hi, Senator Johnson. I am Barbara Bovbjerg. 1
am Managing Director of Education, Workforce, and Income Secu-
rity at GAO. We have looked at the Department of Labor’s out-
reach for a number of years, ever since Congress passed the
SAVER Act back in the 1990’s, because they have been tasked with
working with other Federal agencies and trying to reach out to
American workers on how to save for retirement and how to under-
stand some of the various retirement investment instruments that
are out there. At our recommendation, they did try to look at how
effective this outreach was, and I know that they have been run-
ning focus groups, I thought fairly regularly, although I have not
seen any results from them really recently.

But it is just an example of there are different ways that dif-
ferent agencies attempt to address this. I guess I also wanted to
say that I think that different agencies have a different idea of
what they are trying to do with regard to financial literacy. The
Department of Labor is not trying to teach young people how to
calculate rates of return or percentages. They are dealing with
working adults and trying to explain to them what the different op-
tions are for them for retirement saving and how important it
might be to pursue some of those options. So it can be different in
the different agencies’ approaches.

Senator JOHNSON. OK. Thank you. I am running out of time and
I am just trying to get up to speed on this.

Senator AKAKA. Thank you. If you have another question, you
may proceed.

Well, I want to thank you very much, Comptroller General
Dodaro, for being here, and also thank you, Alicia and Barbara, for
joining him. I want to tell you that we appreciate your testimony
and your answers here. They have been valuable for us. We con-
tinue to look at what is happening so that we can improve the sys-
tem and that is out intent. If we can work on this together and im-
prove the system, it will certainly serve our country well.

So I look forward to working with you and this Committee does,
and hopefully, we can have better methods of oversight and meas-
uring what we are doing and also the resources that we need, as
well. Thank you very much for your testimony today. Thank you.

Mr. DopArRO. Thank you very much, Mr. Chairman. I will say
that we will provide your staffs information on the methodology we
are using for this study of financial literacy efforts and be happy
to have any input that either you, Senator Akaka, or Senator John-
son have to help us make sure that we do the best job that we can
in doing this review.

Senator AKAKA. You can tell that Senator Johnson and I as part-
ners in this Subcommittee are very anxious and excited about mov-
ing this along. So we look forward to working with you. Thank you.

12:22 Oct 14,2011 Jkt 067127 PO 00000 Frm 00019 Fmt6633 Sfmt6633 P:A\DOCS\67127.TXT JOYCE



H605-41331-79W7 with DISTILLER

VerDate Nov 24 2008

16

1I would ask our second panel of witnesses to come forward,
please.

I welcome our second panel of witnesses to the Subcommittee:
The Honorable Brenda Dann-Messier, Assistant Secretary for the
Office of Vocational and Adult Education at the U.S. Department
of Education; Lori Schock, Director for the Office of Investor Edu-
cation and Advocacy (OIEA) at the U.S. Securities and Exchange
Commission; Joshua Wright, Acting Director for the Office of Fi-
nancial Education and Financial Access at the U.S. Department of
the Treasury; and Holly Petraeus, Director of the Office of
Servicemember Affairs of the Consumer Financial Protection Bu-
reau (CFPB) at the U.S. Department of Treasury.

It is the custom of the Subcommittee to swear in all witnesses,
so will you please stand and raise your right hand.

Do you solemnly swear that the testimony you are about to give
the Subcommittee is the truth, the whole truth, and nothing but
the truth, so help you, God?

Ms. DANN-MESSIER. I do.

Ms. SCHOCK. I do.

Mr. WRIGHT. I do.

Mrs. PETRAEUS. I do.

Senator AKAKA. Thank you. Let it be noted for the record that
the witnesses answered in the affirmative.

Before we start, I want to note that your full written statements
will be made part of the record and I would like to remind you to
please limit your oral remarks to 5 minutes.

Assistant Secretary Dann-Messier, will you please proceed.

STATEMENT OF BRENDA DANN-MESSIER,! ASSISTANT SEC-
RETARY, OFFICE OF VOCATIONAL AND ADULT EDUCATION,
U.S. DEPARTMENT OF EDUCATION

Ms. DANN-MESSIER. Thank you very much. Good afternoon,
Chairman Akaka and Ranking Member Johnson. Thank you for
the opportunity to appear before you today to discuss what the
United States Department of Education is doing to help Americans
improve their ability to make informed financial decisions.

The Department of Education remains committed to doing its
part in its own programs and in coordination with others to help
elementary, secondary, post-secondary, and adult students develop
the knowledge and skills needed to make sound financial decisions
for themselves, their families, and their communities.

As you know, President Obama has set an ambitious goal. By
2020, America will once again have the highest proportion of col-
lege graduates in the world. He has called this our No. 1 economic
issue of our time, declaring the countries that out-educate us today
will out-compete us tomorrow. So when we think about the role of
the United States Department of Education in empowering Ameri-
cans to make informed financial decisions, helping students and
families navigate the decision to invest in higher education is front
and center for us.

As Secretary Duncan has said, we think financial education
should happen at least as early as kindergarten and continue

1The prepared statement of Ms. Dann-Messier appears in the appendix on page 50.
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throughout a student’s time in school. With that in mind, I am
pleased to provide a review of our financial education efforts.

Our Office of Innovation and Improvement (OII) continues to ad-
minister the Excellence in Economic Education Program, which
supports national, State, and local efforts to improve student per-
formance in economics, personal finance, and entrepreneurship. In
2010, the Council awarded subgrants to 94 projects spanning 41
States for activities such as conducting teacher training and pro-
gram evaluation. One example, Mr. Chairman, is the work of the
Junior Achievement in Honolulu, Hawaii, connecting schools with
local businesses to help teachers improve students’ understanding
of economics and personal finance. Another example is the Lake-
land College Center for Economic Education in Plymouth, Wis-
consin. They have established an economics and financial education
curriculum at a Milwaukee public charter school that enrolls more
than 600 students from preschool through grade eight.

In July, I discussed the Department’s doubling of its commitment
to financial literacy in Fiscal Year (FY) 2010 by reprogramming
$1.7 million from the Data Quality Initiative to create the new Fi-
nancial Education for College Access and Success Program. This
grant was made to the Tennessee Department of Education to de-
velop, implement, and evaluate the effectiveness of personal fi-
nance, instructional materials, and corresponding teacher training
materials.

Our proposal to reauthorize the Elementary and Secondary Edu-
cation Act of 1965 includes $246 million for effective teaching and
learning for a well-rounded education. This broader program would
replace several often narrowly focused programs with a single au-
thority supporting efforts to strengthen instruction and improve
student achievement across multiple subject areas, including eco-
nomics and financial literacy. The funds would be awarded com-
petitively to States, high-need local education agencies, and other
entities. This amount is $20.1 million, or a 9-percent increase over
levels of the 2010 appropriations for the programs consolidated
under this broader framework. We see this program as a corner-
stone of our focused and flexible approach for Federal K through
12 funding.

Our TRIO programs are also geared toward helping individuals
from disadvantaged backgrounds to enter college and post-sec-
ondary education. This year’s applicants for Talent Search, one of
the TRIO programs, were required in their projects to provide con-
nections to services designed to improve financial and economic lit-
eracy.

Also, our National Center for Education and Statistics (NCES) is
developing tools to help students and families identify the actual
costs of higher education as they plan for college costs. Later this
year, pursuant to the Higher Education Act (HEA), NCES will
unveil a new College Affordability and Transparency Center to pro-
vide information on post-secondary institutions, public tuition, and
net prices, ranked from high to low, indicating which institutions’
prices are climbing fastest.

The efforts undertaken by our Office of Federal Student Aid
(FSA) represents our largest and most focused investment at help-
ing families to pay for post-secondary education. We estimate we
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provide over $155 billion this year in grants, loans, and work-
study, but we still have a lot of work to do to help ensure all of
our students see higher education as a realistic goal, as something
they can afford to do, even if their parents never went to college.
Students can see how much Federal student aid they receive by
completing our Free Application For Student Aid (FAFSA), and we
have worked hard to make this process easier for students. We
have eliminated over 20 questions, removed two-thirds of the
screened applicants, and they now automatically can import their
tax information from the Internal Revenue Service (IRS).

Finally, I would like to highlight the financial literacy initiative
we are working on with other Federal agencies. Last year, the De-
partment had ongoing conversations with the Federal Deposit In-
surance Corporation (FDIC) and the National Credit Union Admin-
istration (NCUA) to discuss the ways that we can work together on
our shared literacy goals, and I am pleased to report that in No-
vember 2010, Secretary Duncan signed a new interagency agree-
ment with these two agencies and we are off to a strong start. We
look forward to our continued work with these agencies on empow-
ering Americans to make informed financial decisions and to iden-
tify additional ways to work with our colleagues throughout the
Federal Government.

Thank you, Mr. Chairman, thank you, Ranking Member, for your
leadership on this important issue and I am happy to answer any
questions.

Senator AKAKA. Thank you for your testimony. Director Schock,
please proceed.

STATEMENT OF LORI J. SCHOCK,! DIRECTOR, OFFICE OF IN-
VESTOR EDUCATION AND ADVOCACY, U.S. SECURITIES AND
EXCHANGE COMMISSION

Ms. ScHOCK. Thank you, Chairman Akaka and Ranking Member
Johnson. My name is Lori Schock and I am the Director of the Of-
fice of Investor Education and Advocacy (OIEA) of the United
States Securities and Exchange Commission. Thank you for the op-
portunity to testify today about the SEC’s efforts to improve the fi-
nancial literacy of individual investors throughout the United
States.

Our office administers the SEC’s nationwide investor education
program. OIEA provides a variety of services and tools to address
the problems and questions that individual investors may face. We
conduct educational outreach, assist with investor complaints and
questions, and facilitate individual investors in bringing their per-
spectives to the Commission and its staff. Today, I would like to
describe for you briefly some of the specific programs that we use
to support our mission to educate U.S. investors.

In October 2009, the SEC launched investor.gov, its first ever
website focused exclusively on the retail investor and investor edu-
cation. Earlier this month, we relaunched investor.gov with a new
design and additional information in an even more user friendly
format. Investor.gov also offers tools and materials targeted to in-

1The prepared statement of Ms. Schock appears in the appendix on page 55.
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vestors who may face particular investment needs, such as mem-
bers of the military, teachers, and retirees.

For those investors who prefer to have print publications, we con-
tinue to offer these materials, as well. Some of our brochures are
targeted to specific audiences, such as senior guides. Some are
more topical, like our guide on stopping affinity fraud, while others
are product specific, such as our brochure on variable annuities. All
of our print publications are available in both English and Spanish.
Our materials are also available free of charge and are not copy-
righted so that the widest possible dissemination is encouraged.

Another way the SEC reaches out to individual investors is
through investor alerts and bulletins. In the past year, we pub-
lished alerts and bulletins on a variety of subjects, including stock
trading basics, margin rules, pre-IPO investor fraud, and invest-
ment scams related to BP payouts. We issued a number of joint
alerts, including one on target date funds with the Department of
Labor and another on leveraged ETFs with the Financial Industry
Regulatory Authority (FINRA).

The SEC also partners with other Government agencies, local-
ities, and private sector financial education groups to reach inves-
tors. Two recent examples of our partnerships include the Out-
smarting Investment Fraud Program, where we continue to work
with the FINRA Foundation, AARP, and State securities regulators
on a campaign designed to reduce investment fraud among older
Americans. With our partners, we regularly participate in events
to teach seniors how to identify common persuasion techniques
?seddby con artists and how to protect themselves from investment
raud.

The second program is the SEC Graduate Program, where we
work with the NYSE Euronext on professional development pro-
grams designed to help educators teach students about the finan-
cial marketplace and its importance in their lives and the global
economy. Last July, more than 30 educators from across the coun-
try attended the inaugural SEC Graduate Program, a 4-day work-
shop that focused on the securities market, investor protection, and
the Federal Government’s oversight role.

In addition to our participation in various programs, the SEC
through my office responds to tens of thousands of complaints and
questions from individual investors every year. Our efforts to facili-
tate informal resolutions of complaints often succeed. In appro-
priate cases, OIEA refers complaints to other offices or divisions
within the SEC, including the Division of Enforcement, or to State
or other Federal regulators.

Investor testing is another important component of our program.
We are currently conducting investor testing to examine the effec-
tiveness of certain SEC mandated disclosure documents in commu-
nicating useful information to individual investors. The study will
also serve as a predicate for a significant portion of a separate
study regarding the financial literacy among investors as mandated
by Section 917 of the Dodd-Frank Act. That provision calls for the
SEC to identify the existing level of financial literacy among retail
investors, methods to improve the timing, content, and format of
disclosures, and the most effective existing private and public ef-
forts to educate investors. Section 917 requires us to deliver a final
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report to Congress in July 2012. Because the report requires us to
focus on the financial literacy of investors as opposed to financial
literacy more generally, we believe the study has the potential to
arm us with a great deal of valuable data about individual inves-
tors in the United States.

As the Committee recognizes, improving financial literacy is an
important goal that can empower individual investors to partici-
pate in the financial markets and to secure their financial futures.
Thank you for the opportunity to appear here today. I would be
pleased to answer any questions you may have.

Senator AKAKA. Thank you very much, Ms. Schock.

Director Wright, will you please proceed.

STATEMENT OF JOSHUA WRIGHT,! ACTING DIRECTOR, OF-
FICE OF FINANCIAL EDUCATION AND FINANCIAL ACCESS,
U.S. DEPARTMENT OF THE TREASURY

Mr. WRIGHT. Chairman Akaka and Ranking Member Johnson,
thank you for the opportunity to appear before you today on a topic
of critical importance to the Administration, the Department of
Treasury, and our Nation, empowering Americans to make better
informed financial decisions. I want to especially thank you, Chair-
man Akaka. You have been a tremendous champion for financial
empowerment of all Americans.

All Americans, regardless of income and level of educational at-
tainment, must have appropriate consumer financial protections,
be equipped with financial knowledge and skills, and have financial
access to make informed decisions in an increasingly complex fi-
nancial marketplace. The future financial prosperity of our citizens
and Nation depend in part on the ability of Americans to make
these informed financial decisions.

My testimony will include an update on the activities of the Fi-
nancial Literacy and Education Commission, the President’s Advi-
sory Council on Financial Capability (PACFC), and Treasury’s own
Financial Education and Access Initiatives. All these efforts aim to
improve the financial literacy and financial access and promote the
economic stability of all Americans.

Treasury is honored to serve as the lead agency for the Commis-
sion and to report on the Commission’s activities. I want to thank
the members of the Commission that are here today for all of their
continued efforts. The Department of Education, the Securities and
Exchange Commission, as well as the implementation team for the
Consumer Financial Protection Bureau have all been great part-
ners. The Commission has been leveraging our unique resources in
working together to better equip Americans with the necessary fi-
nancial knowledge and skills.

Recently, the Strategy for Assuring Financial Empowerment Re-
port (SAFE), which is a summary of the Commission’s activities,
was submitted to the Senate Banking, Housing, and Urban Affairs
Committee and the House Financial Services Committee to inform
members and the public of the Commission’s activities. My testi-
mony includes several highlights from the report. I respectfully re-
quest that the SAFE Report be included in today’s hearing record.!

1The prepared statement of Mr. Wright appears in the appendix on page 63.
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The Fair and Accurate Credit Transactions Act (FACT Act) re-
quires the Commission to develop a national strategy to coordinate
Federal efforts and promote basic financial literacy and education
among all Americans. In July 2009, the Commission convened a
special meeting to review its approach to carrying out its purpose
and rule. Subsequently, Commission members set up a working
group to craft a new national strategy, which is titled Promoting
Financial Success in the United States: A National Strategy for Fi-
nancial Literacy 2011. The Commission undertook a comprehensive
and inclusive process in creating this new strategy.

The new national strategy provides a road map for organizations
providing financial education and provides goals to help guide
America toward financial well-being. Treasury, in conjunction with
the Commission members, is developing the implementation plan
for the new national strategy. This includes Treasury engaging
with Commission members to develop implementation plans spe-
cific to the constituents they serve.

The new national strategy and its implementation plan will ad-
dress many of the comments about financial literacy from the Gov-
ernment Accountability Office report, Opportunity to Reduce Poten-
tial Duplication in Government Programs, Save Tax Dollars, and
Enhance Revenue. This was published in March 2011. But let me
take this opportunity to comment further on the report.

Educating Americans to be more financially literate is a difficult
challenge and requires the attention of many agencies. The Federal
entities engaged in financial literacy often have different missions,
constituencies, and expertise which can and should be leveraged to
deliver optimal financial literacy education and access. Just a few
examples of the Federal entities that have financial education pro-
grams provide a window into understanding the need for this var-
ied yet integrated approach. An example of these essential efforts
include investor education provided by the SEC, promoting finan-
cial literacy among students provided by the Department of Edu-
cation, housing counseling provided by HUD, military personnel
educational initiatives provided by the Department of Defense to
ensure financial readiness of our troops.

In addition, the new Consumer Financial Protection Bureau will
have a special focus on educating consumers and will assume the
Vice Chairmanship of the Commission. Treasury will continue to
work with the CFPB to clearly delineate the roles of both entities.
Bringing these various approaches together to complement rather
than duplicate efforts is a key role of the Commission, and we be-
lieve taken seriously by all member agencies.

On January 29, 2010, the President signed an Executive Order
which created the President’s Advisory Council on Financial Capa-
bility. The Council is tasked with recommending methods to coordi-
nate and maximize the effectiveness of existing private and public
sector efforts and identify new approaches to increasing financial
capability through financial education and financial access. Treas-
ury is coordinating efforts between the Council and the Commis-
sion.

1The Report submitted by Mr. Wright appears in the appendix on page 114.
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I will now briefly discuss the highlights of the Treasury’s specific
financial education and access efforts. In conjunction with the Com-
munity Development Financial Institutions (CDFI) Fund, the
Treasury has been implementing the Financial Education and
Counseling (FEC) Pilot Program to provide competitive grants to
promote financial education and counseling to prospective home
buyers. The effort is aimed to ensure that working families have
the financial knowledge required to effectively prepare for and
evaluate housing choices. The CDFI Fund made a second round of
awards in this program in October.

Treasury’s Electronic Payment Initiative continues with the ex-
pansion of disbursement of Federal electronic payments through a
GoDirect and Direct Express debit card MasterCard program.
When fully implemented, these initiatives would save the Federal
Government over $500 million in 5 years and provide basic finan-
cial access to many benefit recipients. Individuals receiving Federal
benefit payments who do not have an account at a financial institu-
tion or who prefer to receive their payments on a prepaid debit
card can receive a Direct Express card. This card is a safe, conven-
ient, and consumer-friendly way for benefit recipients to receive
payments and safely manage their benefits.

Treasury is also currently conducting a Tax Time Account Pilot.
This pilot has the potential to improve tax administration and pro-
vide basic financial access. The pilot has the potential to streamline
the tax administration process, save the Government money, and
deliver tax refunds in a faster, more efficient manner.

Chairman Akaka, your work in authorizing Title 12 of Dodd-
Frank will provide opportunities for increased financial access for
the unbanked and underbanked. Our most significant proposed ini-
tiative utilizing the authority provided in Title 12 is Bank On USA.
The program is designed to bolster local and private sector initia-
tives to ensure low-and moderate-income individuals have access to
safe financial services and products as well as financial education.

The Office of Financial Education and Financial Access, in con-
junction with the CDFI Fund, is working with financial institu-
tions, community-based organizations, community development and
financial institutions, credit unions, financial education providers,
and local government officials to ensure that Title 12 is quickly im-
plemented once funding becomes available. These programs will in-
clude financial access, financial education, as well as efforts to spur
new products and services that will better meet the needs of the
unbanked and underbanked.

We are developing the necessary infrastructure to support com-
munity-based efforts intended to increase financial access. Al-
though we have begun these initial steps, appropriated resources
are necessary to fully implement all the proposed activities that are
envisioned to utilize the authority in Title 12.

American families are focused on building more secure financial
futures for themselves and they desire a fair, stable financial sys-
tem as well as the skills and access needed to navigate a complex
financial marketplace. Treasury looks forward to working with this
Committee and others to improve the financial capability of all
Americans.
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Thank you again, Mr. Chairman and Ranking Member Johnson,
for the opportunity to appear before you today.

Senator AKAKA. Thank you very much, Director Wright.

Now, we will hear from Director Petraeus. Please proceed.

STATEMENT OF HOLLISTER K. PETRAEUS,! DIRECTOR, OF-
FICE OF SERVICEMEMBER AFFAIRS, CONSUMER FINANCIAL
PROTECTION BUREAU

Mrs. PETRAEUS. Chairman Akaka, Ranking Member Johnson,
thank you for the opportunity to speak with the Subcommittee
today about the importance of financial education for
servicemembers and their families.

I come from a military family. I am an Army daughter, sister,
wife, and mother. I have seen the problems that can arise from too
much month and not enough money, and I have also seen the dev-
astating impact financial scams and predatory lending can have on
servicemembers and their families. Unfortunately, too many troops
still learn about wise spending through hard experience and years
of paying off expensive debt rather than through an effective finan-
cial education class.

As a Senior Family Readiness Group Advisor at Fort Campbell,
Kentucky, during the first year of the Iraq War, I saw the unfore-
seen financial problems that came with deployment. In 2004, I be-
came the Director of BBB Military Line, providing consumer edu-
cation for military families, a position that I held for 6 years. While
with the BBB, I guided development of 6 adult financial workshops
and wrote a monthly military consumer newsletter to over 3,000
subscribers.

This January, I was asked to join the Consumer Financial Pro-
tection Bureau and set up the Office of Servicemember Affairs. My
office is assigned the responsibility to, quote, “educate and em-
power servicemembers and their families to make better informed
decisions regarding consumer financial products and services.” I
consider this a high priority. In my years working with
servicemembers and their families, I have seen them victimized by
scams that might have been avoided if they knew the red flags of
a bad deal. Many of them are in over their heads with expensive
car financing and other costly loans, and the military has not been
immune to the housing crisis, either. Many servicemembers who
thought home ownership would be a good thing are now locked into
mortgages in some of the worst-hit States, where houses have de-
clined significantly in value.

The financial well-being of our military personnel is not just an
issue of dollars and cents. Financial problems can be a dangerous
distraction for our troops and are the No. 1 cause of lost security
clearances. Personal financial readiness equates to mission readi-
ness, and a vital component of personal financial readiness is a
sound financial education.

Since I became the Director of the Office of Servicemember Af-
fairs, I have been reaching out to the military to get input on how
to make financial education work best for them. In late January,
Professor Warren and I had two roundtable discussions at Joint

1The prepared statement of Mrs. Petraeus appears in the appendix on page 69.
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Base San Antonio, Texas, and there are more trips to military
bases planned in the next month.

In San Antonio, the military financial counselors told us they
were concerned about military debt, telling us that the average
trainee arrives at their base already over $10,000 in debt. They
spoke of the need for followup financial education after basic train-
ing. The military personnel and spouses we spoke with at the sec-
ond roundtable felt strongly about the need for continuing financial
education throughout a career, both for their own personal edu-
cation and to help them be better leaders. The entire group thought
that financial training should be mandatory.

I agree with them that continuing financial education must have
a central role in protecting the financial future of military families.
I have already met with the Deputy Assistant Secretary of Defense
for Military Community and Family Policy, who oversees financial
literacy programs within the Department of Defense. I will work
with the Pentagon, Veterans Service Organizations, and industry
to identify and field the most effective financial education.

No amount of prosecutors can stop every scammer or predatory
lender, so we must provide the right tools to servicemembers so
they recognize the red flags and make sound financial choices.

I am committed to ensuring that we not reinvent the wheel and
duplicate what has already been created. We will work to identify
what techniques and materials work best and then apply them. We
need to capitalize on the teachable moments, which may vary at
different times in a military career. What is pertinent to a new sol-
dier shopping for his first car may not be relevant to a 20-year lifer
contemplating buying a house. We will work on engaging our stu-
dents and developing metrics to engage the effectiveness of what
we have taught, and we will keep tweaking it until we get it right.

In conclusion, the Office of Servicemember Affairs is already
working hard to ensure that servicemembers and their families,
who devote their lives to protecting our Nation, will have a strong
advocate to help protect them from financial threats. We will work
with the military, the public sector, and the business community
toward the goal of every military family being a financially-edu-
cated family that is armed with the knowledge of how to avoid
scams and poor financial decisions and willing and able to invest
toward long-term financial goals.

Thank you for the opportunity to testify before the Committee
today and I welcome any questions that you may have for me.

Senator AKAKA. Thank you very much, Director Petraeus.

This question is for all of the witnesses. A recent GAO report
found that Federal financial literacy activities may be fragmented
and recommended greater coordination of efforts. I would like to in-
vite each of you to comment on this finding.

Mr. WRIGHT. Thank you for the question, Senator Akaka. It is
pretty clear that financial literacy and education is conducted in a
number of agencies across the Federal Government. The report
that we commissioned by RAND actually found that there is very
little duplication across those efforts, but they do happen in lots of
different places. And as I said in my testimony, we actually feel
that we are leveraging the unique expertise and functions and out-
reach to constituents that these different agencies have, and so it
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makes sense that the Department of Education would be trying to
educate students, that the Department of Defense would be focused
on military readiness, that the FDIC would be providing the Money
Smart curriculum that can be used by educators across the coun-
try, and that the SEC, for example, is focused on investor edu-
cation.

As a Commission, we need to continue to have our efforts focused
on making sure there is not duplication in that. We need to lever-
age things like the mymoney.gov website to provide a sole location
for people as an entry point to find out information, unbiased infor-
mation that the Federal Government provides around curriculum
and as we learn in the future what works and what does not.

We are still making efforts to try and really determine what
works in terms of outcomes. It is easier to measure what the inputs
are. It is much harder to measure what the outcomes are, particu-
larly when you are talking about behavior change. And so the Fi-
nancial Literacy and Education Commission actually has two very
interesting subcommittees connected to this. One is that we now
have a Research and Evaluation Subcommittee that is focused on
talking about the research efforts that we are funding across the
Federal Government and really trying to focus those efforts in on
figuring out what truly does work, what is absolutely best, and
then the other is a Financial Access Subcommittee which is focused
on thinking about how the different agencies and touchpoints they
have can help the unbanked and underbanked. Thank you.

Senator AKAKA. Thank you.

Ms. ScHOCK. Well, why don’t I segue into what the SEC does. We
are very unique in the fact that we are the only Federal agency
that is charged with and focuses on investor education, and we
think that because of the expertise that we have at the Commis-
sion—the people who wrote the rules work at the SEC, it is a very
complex area—and so in order to distill these complex financial
products and concepts into something that is meaningful for indi-
vidual investors, that the SEC is best positioned for investor edu-
cation.

We do work through FLEC and we work with Federal agencies
where we intersect. I talked about the joint alert that we did with
the Department of Labor. They have oversight over 401(k) plans,
but one of the products that was in there were these target date
funds that we have jurisdiction over. So we worked together to put
out this joint investor bulletin to talk about target date funds and
what we saw that was happening with them.

As far as working together with FLEC, we are on the Sub-
committee for Research and Evaluation because we, too, believe
that we need to have meaningful metrics in place to show that our
messages do have consequences and behavior change—positive be-
havior change is taking part as a part of those messages.

Ms. DANN-MESSIER. Mr. Chairman, at the Department of Edu-
cation, we really agree that we need to do a better job of coordi-
nating our efforts and really target our resources and do fewer
things better, and that is why we are proposing to consolidate the
seven narrow programs, including some of our financial literacy ef-
forts, into a much larger program. But we will keep a focus on eco-
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nomic and financial literacy, but we really think that it is just good
Government policy, to do a better job of coordinating our resources.

Senator AKAKA. Thank you very much, Assistant Secretary
Dann-Messier. Mrs. Petraeus.

Mrs. PETRAEUS. Mr. Chairman, I do agree certainly that coordi-
nation and consultation is very important. I will reiterate that the
Director of the Consumer Financial Protection Bureau will be the
Vice Chairman of the FLEC, so our intent is to work very closely
with them to be sure that we coordinate our efforts and that we
consult with them.

From my office specifically, we are authorized to enter into
agreements with the Department of Defense to be sure that we are
working in tandem and that we are coordinating what we do, and
I have already—I mentioned that I had spoken with the Deputy
Assistant Secretary of Defense for Military Community and Family
Policy, but I have also spoken with his counterpart with Wounded
Warrior Care and Transition Policy so we can also coordinate with
that office for the needs of transitioning servicemembers.

Senator AKAKA. This question is for Assistant Secretary Dann-
Messier. I have worked on the Excellence in Economic Education
Program (EEE), which funds financial education projects in class-
rooms. The Hawaii Council on Economic Education is one of many
subgrant recipients who have done great work with these funds.
Additionally, the Native Financial Education Coalition has indi-
cated that EEE can help meet the need for increased financial lit-
eracy in Native communities. For example, a EEE subgrant en-
abled a study that examined the financial literacy of Native Amer-
ican high school students in Montana, New Mexico, and South Da-
kota. Would you please discuss how EEE funding has benefited Na-
tive communities and how it can help reduce the disparity in Na-
tive and non-Native financial literacy.

Ms. DANN-MESSIER. Certainly, Mr. Chairman. I am happy to do
that. I just also wanted to remind you that I was formerly the
President of a nonprofit adult and family learning center in Provi-
dence, Rhode Island, and we served the underserved and low-in-
come communities, and I know from my own professional and per-
sonal experience the importance of financial literacy. So the initia-
tive certainly from the Excellence in Economic Education Program
and its work with Native communities has been very, very, very
important to make sure that they have all the financial literacy in-
formation that they need to fully participate in our society.

We think those efforts need to continue and we need to focus on
reaching all of the underserved populations across our country so
that they are not harmed by predatory practices and really can
save enough money for themselves and their families, whether it
is to buy a home or to go on to college. So we very much support
those efforts and plan to continue those efforts and really under-
stand the importance of embedding financial literacy in all of our
educational programs so that everybody has that knowledge and
information. Thank you.

Senator AKAKA. Thank you very much for your response. Senator
Johnson.

Senator JOHNSON. Thanks, Mr. Chairman.
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I would like to thank all of you for your efforts here again. This
is important. In particular, Mrs. Petraeus, I would really like to
thank you for the sacrifice you and your family and your husband
have made to this Nation. I had the real privilege of meeting your
husband on a trip to Afghanistan, so it is nice to meet you here.

Just a quick question to all of you. I will throw it out there. As
I was questioning Mr. Dodaro, were you wanting to answer any of
those questions at all? I will first make that offer. [No response.]

OK, not a problem. Certainly, I was trying to get to the bottom
of what does this cost. I am hoping maybe within your agencies you
have some sort of feel, so I will just kind of go down the line. Can
you tell me approximately what, for example, the Department of
Education is spending on its financial literacy efforts?

Ms. DANN-MESSIER. Well, I can point to two initiatives. We are
spending $1.7 million on a new initiative. We are giving funds to
the State of Tennessee to develop teacher preparation programs
and teacher materials for students. We also are spending $1.4 mil-
lion on the Excellence in Economic Education, so that is $3.1 mil-
lion. I am sure there is additional funding, but I do not have the
exact figure. I am happy to get it back to you, Senator Johnson,
but those are the two examples I can give you.

Senator JOHNSON. So are you kind of thinking it is maybe in the
millions? Tens of millions? I mean, is it a relatively small amount
in the Department of Education, or

Ms. DANN-MESSIER. I would rather get back to you with that fig-
ure so I do not mislead you. Thank you.

Senator JOHNSON. OK. Ms. Schock.

Ms. SCHOCK. If we include staffing costs as well as program costs
for all of our programs—that includes handling investor complaints
and questions, educational outreach, and then having input into
policy matters at the SEC—we are under $10 million a year.

Senator JOHNSON. OK.

Mr. WRIGHT. In the Office of Financial Education and Financial
Access, in 2010, we spent $2.1 million. The Financial Education
Counseling Pilot Program was a $4.3 million grant program. But
it is also hard to tell some of the numbers because you take things
like our Direct Express program and electronic Treasury efforts
and that has a financial education component and actually over 5
years will save the Government $500 million. So there are different
numbers and it depends on how much you want to be focused spe-
cifically on education within a program versus the other compo-
nents of the program.

Senator JOHNSON. OK.

Mrs. PETRAEUS. Since we are a new agency, 1 obviously have no
figures for you. We are just standing up and we are in the process
of building our budget, so I have no figures at this time.

Senator JOHNSON. OK. Mrs. Petraeus, I would kind of like to use
you to get into some other issues, just in terms of you standing up
this program. I particularly appreciate the fact that you said you
do not want to reinvent the wheel here. So as you are trying to de-
termine, first of all, what needs to be taught, I mean, have you al-
ready gone down the list within the military in terms of these are
the core competencies, these are the subject areas that need to be
taught to our troops?
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Mrs. PETRAEUS. No, we are not at that point yet. Right now,
again, we are an agency in the process of being created. What I am
doing right now is really listening and talking to the military very
informally and hearing often from the mouths of servicemembers
themselves and their spouses what they think is important.

Senator JOHNSON. Do you have an idea of where you are going
to go to access curriculum that is already developed or the best
practice teaching methods for some of these things?

Mrs. PETRAEUS. I would say that we are in the process of hiring
staff, and one person within my office will be someone to look at
those programs more closely to see exactly what are the ones that
we think that will work the best with the military. So right now,
we are not, again, at that point where we have a road map, if you
will, of where we are going to go.

Senator JOHNSON. OK. Mr. Wright, you mentioned mymoney.gov.
Is that the kind of a go-to site that could provide Mrs. Petraeus
with that kind of information?

Mr. WRIGHT. That site has many links to the various Govern-
ment programs, including the military’s current website about pro-
viding financial education to the troops. We are in regular con-
versation with the Consumer Financial Protection Bureau imple-
mentation team about as they are standing up the agency and fig-
uring out what direction they want to go in and how they are going
to do that, we are in constant conversation to make sure there is
not duplication.

So my money does provide an opportunity for a starting point
and there are curriculum out there. I think there still will be ef-
forts within each part of the CFPB to figure out, do those existing
curriculums really meet their constituents’ needs.

Senator JOHNSON. Is that a kind of goal of the overall FLEC in
terms of developing a centralized clearinghouse for these best prac-
tice teaching methods?

Mr. WRIGHT. Yes. There is actually—part of mymoney’s future
upgrades is a research clearinghouse which would actually be, as
this research comes online about what is being, what works most
effectively at changing behaviors, the mymoney will have a clear-
inghouse that provides a central location for people, both educators
and individuals as well as researchers, to go and see what research
is out there and what actually works.

Senator JOHNSON. OK. So that is research—would that be the
same thing, though, as a clearinghouse for best practice? I mean,
this is how you teach taking out a mortgage in an efficient man-
ner

Mr. WRIGHT. Well, best practice, I think, needs to be connected
to research, right, because you do not want to—you are not just
testing whether the person gets the answer right about how to do
that. You actually want to see, do they carry out the behavior
change. So those two are linked and best practice—figuring out
What}lloest practice is should be driven by quality evaluation and re-
search.

I would kind of like to ask, do you actually reach the targeted
audience? I mean, on the one hand, in terms of education, it is
pretty obvious. You teach in the schools. In the military, you
taught to the troops. The SEC has websites in terms of investors
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being able to go to. But when you start talking about things like
teaching financial literacy to general consumers, to people that are
shopping for a mortgage, I mean, is that not far more difficult to
try and target and get information to those folks? I mean, what is
the strategy behind that?

Ms. ScHOCK. We have adopted the strategy of going where the
investors are already gathered. So instead of holding town hall
meetings where we are picking up the cost and expense of trying
to drive people to a meeting, we go to other conferences and events
where we know that investors will be there who would be receptive
to our message.

Mr. WRIGHT. We generally have a philosophy of trying to be rel-
evant, timely, and actually connected to the product or decision
that needs to be made. I think the Financial Education Counseling
Pilot is a good example of this, trying to really work with prospec-
tive home buyers to educate them about the home purchase deci-
sion so that they make the—they improve their credit scores, they
start budgeting, but also is focused on making that home purchase
decision and figuring out if purchasing a home is the right thing
for them. Sometimes it is the right thing, sometimes it is not. So
relevant, timely, and connected to product and decision.

N Senator JOHNSON. OK. Well, again, thank you all for coming
ere.

Senator Akaka, I am going to have to go to another appointment.
Thank you very much for holding this hearing. This is, again, a
very important subject, so aloha.

Senator AKAKA. Thank you so much for being a part of this hear-
ing, Senator Johnson.

Director Schock, I worked to include a provision in the Dodd-
Frank Act that requires the SEC to conduct a study of financial lit-
eracy among retail investors and to work with FLEC to increase in-
vestor financial literacy. How has the study progressed thus far,
and what steps must be taken to implement a strategy that brings
about positive changes in investor behavior?

Ms. ScHOCK. We are very excited about the investor literacy
study under Section 917 of the Dodd-Frank Act. We think that it
will provide valuable data to the SEC as well as to our colleagues
at the FLEC to help bring about more informed investment deci-
sions.

At this point in time, we have a plan in place. That project plan
is ready to go. We also hope to publish information in the Federal
Register for public comment regarding the best public and private
efforts to educate investors. And then, also, we have been sort of
doing a study of studies that have been done in the past.

But I will be honest with you, Senator. It is a matter of funding
at this point in time. We sort of are ready for gold level, silver
level, or bronze level implementation of our project plan, and so if
we have full funding for our study the way we would like to have
it done, I think we would have a very robust study to submit to
Congress in July 2012. Should the funding levels fall or if we do
not have any additional money from our 2010 levels, that will im-
pact the depth that we are able to do and we may end up doing
a study of studies.

Senator AKAKA. Thank you.
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Director Wright, Title 12 of the Dodd-Frank Act was based on my
Improving Access to Mainstream Financial Institutions Act. Title
12 authorizes initiatives to improve financial access and empower
the unbanked and underbanked. Will you please discuss the status
of implementing Title 12. What challenges must be overcome to ex-
pand financial access for the underbanked?

Mr. WRIGHT. Thank you for that question, Senator Akaka. We
are right now in the process of planning out the Bank On USA Pro-
gram, which is our signature program under Title 12 that uses
those authorities. The President has money in the 2011 budget as
well as the 2012 budget for Bank On USA, and right now, we are
currently setting up the infrastructure to move forward with that
program, but we will not be able to fully implement it until we
have appropriations.

So currently, we are working on making sure that we have in
place the robust data gathering tools that we can use and work
with banks figuring out ways to make sure that communities have
the right tools to assess how they should best undertake the Bank
On Program, as well as creating websites where participants in the
Bank On USA Program can share information and knowledge
about best practices. But really, to move forward with both Bank
On USA and any efforts around small dollar loan alternatives for
predatory small dollar loans, we really need appropriations.

Senator AKAKA. My next question is for Director Petraeus. Indi-
viduals’ financial literacy needs change continuously throughout
the stages of their lives. How must financial education and advice
change based on where servicemembers are in their careers?

Mrs. PETRAEUS. Well, I think you are absolutely right. There are
different teachable moments at different times. I think it is impor-
tant that you do reach military personnel at the very beginning of
their service. Sometimes the message can be as simple as, I always
joke and say, that good-looking girl in the kiosk at the mall is not
there to be your girlfriend. She is there to sell you something very
expensive. Or, do not ask what my monthly payment is. Ask what
is the total cost I am paying for this computer that I am buying,
or this hot new car that I am buying. Later in a career, it may be
a decision about buying a home or even a decision about whether
or not to transition out of the military, and then there are going
to be other things that need to be taught.

We have heard from servicemembers themselves that just having
it in basic training is not enough. Basic trainees are usually tired,
stressed, not really focusing on what they are hearing. You need
to have something in there, but then you need to continue it, at the
basic non-commissioned officer course, the advanced non-commis-
sioned officer course, some of the more senior schools. And a good
way to reach people is to tell them, we need you to know this so
you can teach your soldiers this, as well. Then they are very much
more open to hearing that.

So I think there are different approaches, different teachable mo-
ments, and we need to be sure we are teaching the right thing to
the right group at the right time.

Senator AKAKA. I worked to establish the Office of Financial
Education within the Consumer Financial Protection Bureau. The
CFPB should have a consumer education focus. Please explain the
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relationship between FLEC, the CFPB, and Office of Financial
Education. What role will the CFPB and OFE have in FLEC?

Mr. WRIGHT. So the Treasury Department will continue to be the
chair of FLEC, and it is very intentional, as you know, in the legis-
lation that the CFPB becomes the Vice Chair. And so we will con-
tinue to work very closely together to make sure that our efforts
are coordinated and not duplicated between our offices as well as
with the other FLEC members.

The Treasury will continue to remain focused on coordinating the
FLEC overall, taking advantage of its unique position to test out
innovative products that connect education and access together,
and the CFPB, as you said, will have a focus on really educating
consumers, and it is still being determined, the best way to do that,
as they stand up the office.

Mrs. PETRAEUS. I will just add that we brought on yesterday, we
now have an Associate Director for Education and Engagement,
and her name is Gail Hillebrand. She has a long experience with
Consumers Union, very experienced in consumer issues. Again, she
just started yesterday or she might be sitting here talking to you
instead of me.

Senator AKAKA. Assistant Secretary Dann-Messier, an increas-
ingly common product on college campuses is the student loan
debit or credit card. These loan cards may have high or hidden fees
that harm student borrowers. How can we ensure that students
fully understand the risks of these products?

Ms. DANN-MESSIER. Mr. Chairman, it is really what we have
been talking about all afternoon, and it is making sure that all our
students have all the financial literacy information that they need
in order to make wise and informed decisions. And so that is part
of the—it should be part of their discussion with the financial aid
officers and with all of the counseling staff at the universities and
colleges as they are entering into the institution as part of the ad-
missions process, that they are informed about what resources are
available, what resources are there to assist them, and that we di-
rect them to the resources that they can take full advantage of that
will not take advantage of them. So it is really a part of the finan-
cial literacy and counseling that we think needs to be part of the
admissions process into higher education.

Senator AKAKA. Director Schock, in order to bring about a posi-
tive change in investor behavior, we must provide investors with
the tools and information they need to make informed decisions.
My provision in the Dodd-Frank Act authorizes the Commission to
require specific disclosures about investment products be made at
the point of sale. What must be done to ensure that these disclo-
sures are meaningful and effective?

Ms. ScHOCK. We fully agree with you that these disclosures need
to be made in the best interest of investors, and the best interest
is at the time before they actually make the purchase. The disclo-
sure needs to be clear, simple, and meaningful at or before the time
of the purchase by the individual investor.

Unfortunately, Dodd-Frank sort of derailed that initiative at the
SEC. We have not abandoned it, but we just have some other work
that we need to get done on some set time lines. But we are still
actively pursuing the point of sale disclosure because we do think
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that(:1 it is a meaningful product of what we need and that investors
need.

Senator AKAKA. Mr. Wright, with Hawaii’s high cost of living,
home ownership is a challenge for many families. In order to edu-
cate prospective home owners and promote responsible home own-
ership, I authorized and secured funding for the Financial Edu-
cation and Counseling Pilot Program. How will you measure and
evaluate the success of these demonstrations in providing a strong
model for home ownership education, and counseling?

Mr. WRIGHT. Yes, in Hawaii, we have provided a grant to the
Council for Native Hawaiian Advancement, and we have worked
with the CDFI fund to make sure that there are very clear outcome
measures, so looking at things like changes in people’s savings
rates or their increase in credit scores and how that then helps
them to make the decision around home purchase. Now, that is a
3-year grant, so we will be tracking that over time and actually
working with GAO on that project to make sure that the evaluation
is thorough and we understand the outcomes.

Senator AKAKA. Thank you. Director Petraeus, today’s oper-
ational tempo means that servicemembers are gone for extended
periods of time. Many spouses must assume full responsibility for
managing the family’s budget. What more must be done to ensure
that spouses are prepared for this important task?

Mrs. PETRAEUS. I think that is a very valid concern and a very
good question. Many of the spouses are young and they may not
have learned financial literacy at home, so it is important to reach
out to them. I think the difficulty is, unlike the military member,
you cannot order the spouse to come to class, but I think there are
some things you can do.

There is a great deal of success now reaching the spouses online.
A lot of units have what is called a Virtual Family Readiness
Group (FRG) when a unit deploys that is online and families use
it because they are interested in getting the information about
what the unit is doing overseas. In fact, as a military mother, I will
tell you that I used the Virtual FRG for my son’s unit while he was
deployed to Afghanistan. And I think there is a possibility, maybe,
to tie some financial education into that venue, where you might
be able to reach the spouses who are not apt to come onto base and
participate in activities, but truly need that assistance and that
education on good, smart financial management, or at the very
least, where to go for help.

Senator AKAKA. Mr. Wright, I authored the Taxpayer Abuse Pre-
vention Act to increase safeguards against harmful refund anticipa-
tion loans. I am pleased that the IRS has eliminated the debt indi-
cator and that regulators have acted against unsafe and unsound
refund anticipation loan practices. I believe we must build on this
progress and continue to empower taxpayers. How is Treasury
working to improve financial access for low-and moderate-income
taxpayers?

Mr. WRIGHT. We have a number of efforts. One is related to re-
search, so we just released recently a report done by the Urban In-
stitute in conjunction with the IRS that looks at the use of refund
anticipation loans across a number of factors. As we look to provide
alternatives to people to refund anticipation loans, we want to
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make sure that we do that in a way that does not harm them as
refund anticipation loans are removed from the market. So that re-
port and research is the first step.

In addition, I think the IRS’s effort to get rid of the debt indi-
cator was a big step, and their ongoing efforts to license and re-
quire examination for preparers is also going to be very helpful in
making sure that we have qualified preparers.

In addition, Treasury has to provide, over time, choices for people
at tax time. There are a couple examples of this already. One is
the opportunity to put your tax refund into a savings bond to actu-
ally save at tax time. This is the second year that has been in ef-
fect and already the numbers show that people using that
functionality is growing.

And then, second, we are piloting a tax time account. We mailed
out offers to 800,000 individuals across the country. People are en-
rolling in using that account and we will learn from that pilot to
figure out the best way to provide an account in the future, inte-
grate it into the tax return process. And that pilot and the study
that will go along with that will be one of the factors to determine
how best to do that and the timing under which to do it.

And then the last thing is that we need to continue to make im-
provements to speed up the process for people to get their refunds.
So the faster someone can get their refund, the less likely they are
to need a refund anticipation loan and the less value a refund an-
ticipation loan will have. I will say that we are optimistic that we
will see the number of refund anticipation loans fall drastically be-
cause of some of the efforts that you mentioned around the debt in-
dicator as well as the steps by the regulators.

Senator AKAKA. I want to thank all of our witnesses for being
here today. Your testimony and your responses have been very val-
uable. I look forward to continuing to work with all of you as we
seek to empower Americans to make informed financial decisions.

The hearing record will be open for 1 week for additional state-
ments or questions other members may have.

I look forward to our continuing to make progress in financial lit-
eracy and that we will continue to celebrate this month of financial
literacy. Thank you very much for your participation.

The hearing is adjourned.

[Whereupon, at 4:25 p.m., the Subcommittee was adjourned.]
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FINANCIAL LITERACY

The Federal Government’s Role in Empowering
Americans to Make Sound Financial Choices

What GAO Found

Federal financial literacy efforts are spread among more than 20 different
agencies and more than 50 different programs and initiatives, raising concerns
about fragmentation and potential duplication of effort. The multiagency
Financial Literacy and Education Cc ission, which coordi federal
efforts, has acted on recommendations GAO made in 2006 related to public-
private partnerships, studies of duplication and effectiveness, and the
Commission’s MyMoney.gov Web site. While GAO'’s 2006 review of the
Comruission’s injtial national strategy for financial literacy found that it was a
useful first step in focusing attention on financial literacy, it was largely
descriptive rather than strategic. The Cc ission recently rel d a new
strategy for 2011, which laid out clear goals and objectives, but it still needs to
incorporate specific provisions for performance measures, resource needs,
and roles and responsibilities, all of which GAO believes to be essential for an
effective strategy. However, the Commission will be issuing an
implementation plan to accompany the strategy later this year and the
strategy will benefit if the plan incorporates these elements. The new Bureau
of Consumer Financial Protection will also have a role in financial literacy,
further underscoring the need for coordination among federal entities.
Coordination and partnership among federal, state, nonprofit, and private
sectors is also essential in addressing financial literacy, and there have been
some positive developments in fostering such partnerships in recent years.

There is little definitive evidence available on what specific programs and
approaches are most effective in iraproving financial literacy, and relatively
few rigorous studies have measured the impact of specific financial literacy
programs on consumer behavior. Given that federal agencies have limited
resources for financial literacy, it is irnportant that these resources be focused
on initiatives that are effective. To this end, the Commission’s new national
strategy on financial education sets as one of its four goals identifying,
enhancing, and sharing effective practices. However, financial education is
not the only approach for improving consumers’ financial behavior. Several
other mechanisms and strategies have also been shown to be effective,
including financial incentives or changes in the default option, such as
automatic enrollment in employer retirement plans. The most effective
approach may involve a rix of financial education and these other strategies.

GAO will continue to play a role in supporting and facilitating knowledge
transfer on financial literacy. GAO will host a forum on financial literacy later
this year to bring together experts from federal and state agencies and
nonprofit, educational, and private sector organizations. The forum will
address gaps, challenges, and opportunities related to federal financial
literacy efforts. In addition, as part of GAO's andit and oversight function,
GAQ will continue to evaluate the effectiveness of federal financial literacy
programs, as well as identify opportunities to improve the efficient and cost-
effective use of these resources.

United States Government Accountability Office
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Chairman Akaka, Ranking Member Johnson, and Merabers of the
Subcommittee:

I am pleased to be here today to testify on this important topic during
Financial Literacy Month. Senator Akaka, you first sponsored Financial
Literacy Month in 2004 and have long sought to raise awareness of this
important issue. I, too, believe that giving Americans the information they
need to make effective financial decisions is key to their well-being, as
well as to the economic health of our nation. As I stated during my
confirmation hearing, I hope to use the unique position of the Comptroller
General to promote greater awareness of the importance of financial
literacy in the United States.

Financial literacy plays an important role in ensuring the financial health
and stability of individuals and families, and economic changes in recent
years have further highlighted the need to empower all Americans to make
informed financial decisions. For example, the recent financial crisis
revealed that many borrowers likely did not fully understand the risks
associated with alternative mortgage products, resulting in substantial
increases in defaults and foreclosures that continue to expose borrowers
to financial risk and be a drag on the economy today. Moreover, many
Americans face challenges in their ability to afford college or other
postsecondary education. Students and families have several options for
financing higher education, including federal and private loans and various
tax preferences.’ Financial literacy is key to helping ensure that Americans
have adequate information to understand and choose wisely among these
options, and that students are fully educated about their responsibilities to
repay any loans. In addition to affecting consumers’ individual well-being,
ensuring sufficient financial literacy also has broad public policy
implications. Consumers’ understanding of and decisions about such
matters as retirement planning or health insurance can affect our nation’s
policies on Social Security benefits, federal health care programs, and
other pressing economic issues.

My statement today will discuss (1) the state of the federal government’s
approach to financial literacy; (2) observations on overall strategies for
addressing financial literacy; and (3) the role GAO can play in addressing

‘For example, see GAQ, Higher Education: Multiple Higher Education Tax Incentives
Create Opportunities for Taxpayers to Make Costly Mistakes, GAO-08-717T (Washington,
D.C.: May 1, 2008).
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and raising awareness on this issue. This testimony is based largely on
selected prior work we have conducted on financial literacy.* In
conducting that work, we had interviewed representatives of organizations
that address financial literacy within the federal, state, private, nonprofit,
and academic sectors. We had also reviewed documents produced by the
Financial Literacy and Education Commission and benchmarked the
Commission’s national strategy against general characteristics of an
effective national strategy that we had identified. This testimony also
reports on some preliminary observations on the results of a literature
review we are conducting on studies and papers related to the
effectiveness of financial literacy and education efforts. In addition, we
have reviewed the Commission’s 2011 National Strategy for Financial
Literacy. We conducted this work from July 2010 through April 2011 in
accordance with generally accepted government auditing standards. Those
standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. We believe that the evidence
obtained provides a reasonable basis for our findings and conclusions
based on our audit objectives.

Background

There is no single definition for financial literacy, but it has previously
been described as the ability to raake informed judgments and to take
effective actions regarding current and future use and management of
money. Financial literacy encompasses both financial education and
consumers’ behavior as it relates to their ability to make informed
judgments. Financial education refers to the processes whereby
individuals improve their knowledge and understanding of financial
products, services, and concepts. However, being financially literate refers
to more than simply being knowledgeable about financial matters—it also
entails utilizing that knowledge to make informed decisions, avoid pitfalls,
and take other actions to improve one’s present and long-term financial
well-being.

*For see GAQ, Oppor ities to Reduce P ial Duplicotion in Government
Programs, Save Tax: Dollars, and Enhance Revenue, GAO-11-318SP (Washington, D.C.:
Mar. 1, 2011); Financial Literacy and Education Commission: Progress Made in
Fostering Partnerships, but Netional Strategy Remains Largely Descriptive Rather Than
Strategic, GAO-09-638T (Washington, D.C.: Apr. 29, 2009); Firancial Literacy and
Education Commission: Further Progress Needed to Ensure an Effective National
Strategy, GAO-07-100 (Washington, D.C.: Dec. 4, 2006); and Highlights of a GAO Forum:
The Federal Government’s Role in Improving Financial Literacy, GAQ-G5-938P
{(Washington, D.C.: Nov. 15, 2004).
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Evidence indicates that many U.S. consumers could benefit from iraproved
financial literacy efforts. In a 2010 survey of U.S. consumers prepared for
the National Foundation for Credit Counseling, a majority of consumers
reported they did not have a budget and about one-third were not saving
for retirement.’ In a 2009 survey of U.S. consumers by the FINRA Investor
Education Foundation, a majority believed themselves to be good at
dealing with day-to-day financial matters, but the survey also revealed that
many had difficulty with basic financial concepts.® Further, about 25
percent of U.S. households either have no checking or savings account or
rely on alternative financial products or services that are likely to have less
favorable terms or conditions, such as nonbank money orders, nonbank
check-cashing services, or payday loans.® As a result of this situation,
many Americans may not be planning their finances in the most effective
manner for maintaining or improving their financial well-being. In
addition, individuals today have more responsibility for their own
retirement savings because traditional defined-benefit pension plans have
declined substantially over the past two decades.® As a result, financial
skills are increasingly important for those individuals in or planming for
retirement to help ensure that retirees can enjoy a comfortable standard of
hiving.

The Federal
Government’s
Approach to Financial
Literacy Has Been
Fragmented

Federal financial literacy programs and resources are spread widely
among many different federal agencies, raising concerns about
fragmentation and potential duplication of effort. As we noted in our
recent report on overlap, duplication, and fragmentation, in 2009, more
than 20 different agencies had more than 50 financial literacy initiatives
under way that covered a number of topics, used a variety of delivery
mechanisms, and targeted a range of audiences.” This distribution of
federal financial literacy efforts across multiple agencies can have certain

Harris Interactive Inc., prepared for The National Fo ion for Credit C ing, “The
2010 Consumer Financial Literacy Survey Final Report” (April 2010).

*FINRA Investor Ed ion Fo jon, “Fi ial Capability in the United States,
Initial Report of Research Findings from the 2009 ional Survey, A Comp of the

National Financial Capability Study” (New York, N.Y.: Dec. 1, 2009).

*Federal Deposit Insurance Corporation (FDIC), “FDIC National Survey of Unbanked and
Underbanked Households” (Washington, D.C.: D ber 2009).

GGAO, Defined Benefit Pensions: Survey Results of the Nution’s Largest Private Defined
Benefit Plan Sponsors, GAC-09-291 (Washington, D.C.: Mar. 30, 2009).

"GAO-11-318SP.
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advantages. For example, different agencies can focus their efforts on
particular subject matter or target specific audiences for which they have
expertise. However, this fragmentation also increases the risk of
inefficiency and redundancy and highlights the need for strong
coordination of these efforts. Further, fragmentation of programs across
many federal agencies can make it difficult to develop a coherent overall
approach for meeting needs, identifying gaps, and rationally allocating
overall resources. Because of the fragmentation of federal financial
literacy efforts, coordination among agencies is essential to avoid
inefficient, uncoordinated, or redundant use of resources. Identifying
potential inefficiencies can be challenging because federal financial
literacy efforts have numerous different funding streams and there are
little good data on the amount of federal funds devoted to financial
literacy. Financial literacy efforts are not necessarily organized as separate
budget line items or cost centers within federal agencies and there is no
estimate of overall federal spending for financial literacy and education,
according to the Department of the Treasury.

In part to encourage a more coordinated response to financial literacy, in
2003 Congress created the multiagency Financial Literacy and Education
Comumission and mandated that the Comumission develop a national
strategy. We conducted a review of the Coramission in 2006 and made
recommendations related to enhancing public-private partnerships,
conducting independent reviews of duplication and effectiveness, and
conducting usability testing of the Commission’s MyMoney.gov Web site.?
We subsequently reported that the Commission had made progress in
cultivating sustainable partnerships with states, localities, nonprofits, and
private entities, and had acted on our recommendation to measure
customer satisfaction with its Web site.® The Commission and the
Department of the Treasury also initiated two independent reviews, as we
had recoramended, addressing overlap in federal activities and the
availability and impact of federal financial literacy materials. As we have
noted in the past, the Commission faces significant challenges in its role as
a centralized focal point: it is composed of many agencies, but it has no
independent budget and no legal authority to compel member agencies to
take any action.

*GAO-07-100.
*GAO-09-638T.
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Qur 2006 review also found that while the Commission’s initial national
strategy was a useful first step in focusing attention on financial literacy, it
was largely descriptive rather than strategic. In particular, the national
strategy was comprehensive to the extent of discussing major issues and
challenges in improving financial literacy and describing initiatives in
government, nonprofit, and private sectors. However, it did not include a
plan for implementation and only partially addressed some of the
characteristics we had previously identified as desirable for any effective
national strategy. For example, although it provided a clear purpose,
scope, and methodology, it did not go far enough to provide a detailed
discussion of problems and risks; establish specific goals, performance
measures, and milestones; discuss the resources that would be needed to
implement the strategy; or discuss, assign, or recommend roles and
responsibilities for achieving its mission.

However, in December 2010, the Commission released a new national
strategy that identifies five action areas—ypolicy, education, practice,
research, and coordination—and clearly lays out a series of goals and
related objectives intended to help guide financial literacy efforts over the
next several years. To supplement this national strategy, the Commission
has said it will be releasing an implementation plan for the strategy by the
end of this fiscal year. While the new national strategy clearly identifies
action areas and related goals and objectives, it still needs to incorporate
specific provisions for performance measures, resource needs, and roles
and responsibilities, which we believe to be essential for an effective
strategy. The new strategy will benefit if the forthcoming implementation
plan incorporates these elements, as well as addresses the fragmentation
of federal financial literacy efforts.

More recently, the Dodd-Frank Wall Street Reform and Consumer
Protection Act (Dodd-Frank Act) requires the establishment of an Office of
Financial Education within the new Bureau of Consumer Financial
Protection, further underscoring the need for coordination among federal
agencies on this topic.” The Dodd-Frank Act charges the new office within
the bureau with developing and implementing a strategy to improve
financial literacy through activities including opportunities for consumers
to access, among other things, financial counseling; information to assist

pyb. L. No. 111-203, Title X, § 1013(d), 124 Stat. 1376, 1966 (2010). The Secretary of the
Treasury has designated July 21, 2011, as the date the new bureau will begin exercising its
new authorities. 75 Fed. Reg. 57252 (Sept. 20, 2010).
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consumers with understanding credit products, histories, and scores;
information about saving and borrowing tools; and assistance in
developing long-term savings strategies. This new office presents an
opportunity to further promote awareness, coordinate efforts, and fill gaps
related to financial literacy. At the same time, the duties this office is
charged with fulfilling are in some ways similar to those of the separate
Office of Financial Education and Financial Access within the Department
of the Treasury. As noted above, the Dodd-Frank Act charges the Bureau
of Consumer Financial Protection with developing and implementing a
strategy on improving the financial literacy of consumers—one that is
consistent with, but separate from, the strategy required of the
Comumission. Thus, these entities will need to coordinate their roles and
activities closely to avoid unnecessary overlap and make the most
productive use of resources.

Coordination and partnership among federal, state, nonprofit, and private
sectors are also essential in addressing financial literacy, and there have
been positive developments in these areas in recent years. For example, a
recent partnership between the National Credit Union Administration, the
Department of Education, and the Federal Deposit Insurance Corporation
aims to improve the financial education of millions of students. These
three agencies are coordinating to facilitate partnerships among schools,
financial institutions, federal grantees, and other stakeholders to provide
effective financial education. Additionally, the National Financial
Education Network, the President’s Advisory Council on Financial
Capability, and the Community Financial Access Pilot all represent
exaraples of progress in fostering partnerships among participants in
financial education. For example, our review in 2008 found that the
establishment of the National Financial Education Network was a useful
initial action to facilitate and advance financial education at the state and
local levels. Similarly, the President’s Advisory Council on Financial
Capability facilitates strategic alliances among federal, private, and
nonprofit enterprises.
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The Federal
Government Must
Determine What
Works and Focus
Resources
Accordingly

Although numerous financial literacy initiatives are conducted by federal,
state, local, nonprofit, and private entities throughout the country, there is
little definitive evidence available on what specific programs and
approaches are most effective. As part of ongoing work we are performing
in response to a mandated study in the Dodd-Frank Act, we are conducting
areview of studies that have evaluated the effectiveness of financial
literacy efforts.” More than 100 articles, papers, and studies have been
published on the general topic of financial literacy since 2000, but our
preliminary findings have identified only about 20 papers that constitute
empirically based evaluations on the effectiveness of specific financial
education programs. In addition, only about 10 of these studies actually
measured the impact of a program on participants’ behavior rather than
simply identifying a change in the consumer’s knowledge, understanding,
or intent. This distinction is important because a change in behavior is
typically the ultimate goal of any financial literacy program, and changes
in behavior do not necessarily follow from changes in knowledge or
understanding. We are currently in the process of analyzing the results of
these studies and look forward to reporting more fully on our findings this
sumer. But in general, the consensus among a wide variety of
stakeholders in the field of financial literacy is that relatively little is
known about what financial literacy approaches are most effective in
meaningfully changing consumers’ financial behavior.

The limited number of rigorous, outcome-based evaluations of financial
literacy programs is likely the result of several factors. Because the field of
financial literacy is relatively new, many programs have not been in place
long enough to allow for a long-term study of their effectiveness; many of
the key federal financial literacy initiatives were created only within the
past 10 years. In addition, experts in financial literacy and program
evaluation have cited many significant challenges to conducting rigorous
and definitive evaluations of financial literacy programs. For example,
measuring a change in participant behavior is much more difficult than
measuring a gain in knowledge, which can often be captured through a
simple post-course survey. Similarly, financial literacy programs often
seek to effect change over the long term, which means that effective
evaluation can require ongoing follow up with participants—a complex
and expensive process. In addition, discerning the impact of the financial
literacy program as distinct from other influences, such as changes in the
overall economy, can often be difficult.

HPub. L. No. 111-203, Title X, § 1013(d)(7), 124 Stat. 1376, 1966 (2010).
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Nonetheless, given that federal agencies have limited resources, focusing
federal financial literacy resources on initiatives that work is important.
Some federal financial literacy programs, such as the Federal Deposit
Insurance Corporation’s Money Smart, have included a strong evaluation
component, while others have not.” The Financial Literacy and Education
Commission and many federal agencies have recognized the need for a
greater understanding of which programs are most effective in improving
financial literacy. The Commission’s original national strategy in 2006
noted, for example, that more research and program evaluation are
needed so that organizations are able to validate or improve their efforts
and measure the impact of their work. In response, in October 2008, the
Department of the Treasury and the Department of Agriculture convened,
on behalf of the Comrission, the National Research Symposium on
Financial Literacy and Education, which discussed academic research
priorities related to financial literacy.

Moreover, we are pleased to see that the Commission’s new 2011 national
strategy sets as one of its four goals to “identify, enhance, and share
effective practices.” The new strategy sets objectives for reaching this goal
that include, among other things, (1) encouraging research on financial
literacy strategies that affect consumer behavier, (2) establishing a
clearinghouse for evidence-based research and evaluation studies, (3)
developing and di inating tools and str ies to encourage and
support program evaluation, and (4) forming a network for sharing
research and best practices. These measures are positive steps in helping
ensure that, in the long term, scarce resources are focused efficiently and
effectively. At the same time, as we have noted in the past, an effective
national strategy goes beyond simply setting objectives; it also must
describe the specific actions needed to accomplish goals, identify the
resources required, and discuss appropriate roles and responsibilities for
the players involved. We encourage the Commission and its participating
agencies to incorporate these elements into the national strategy’s
implementation plan, which is slated to be released later this year.

In addition, it is inportant to note that financial education is not the only
approach—or necessarily always the best approach—for improving
consumers’ financial behavior. Alternative strategies or mechanisms,

PMoney Smart is a hensi tional ial ion curriculur designed to help
low- and mod: income individuals outside the fi ial mai h their
financial skills and create positive banking relationships.
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sometimes in conjunction with financial education, have also been
successful in improving financial behavior. In particular, insights from
behavioral economics that recognize the realities of human psychology
have been used effectively to design strategies to assist consumers in
reaching financial goals without compromising their ability to choose
among different products or approaches. For example, one strategy has
been to use what are referred to as corumitment mechanisms, such as
having individuals commit well in advance to allocating a portion of their
future salary increases toward a savings plan. Another strategy for
encouraging consumers to increase their savings has been to use
incentives with tangible benefits, such as matching funds. In addition,
changing the default option for enroliment in retirement plans-~that is,
autornatically enrolling new employees while giving them the opportunity
to opt out—has led to significant increases in plan participation rates
among some organizations. The most effective approach to improving
consumers’ financial decision making and behavior may be to use a variety
of these types of strategies in conjunction with financial education.

12:22 Oct 14, 2011

GAO Will Continue to
Play a Role in
Supporting Financial
Literacy

As I noted during my confirmation hearing, financial literacy is an area of
priority for me as Comptroller General, and during my tenure, I hope to
draw additional attention to this important issue. Improving financial
literacy involves many stakeholders and must be a partnership between
the federal government, state and local governments, the private and
nonprofit sectors, and academia. My hope is that GAO can play a role in
facilitating knowledge transfer among these different entities, as well as
working with other organizations in the accountability community, such as
the American Institute of Certified Public Accountants. Almost 7 years ago
we hosted a forum on the role of the federal government in improving
financial literacy.”® At that forum, public and private sector experts
highlighted, among other things, the need for the federal government to
serve as a leader in this area, but they also stressed the importance of
public-private partnerships. We will host another forum on financial
literacy later this year to bring together experts in financial literacy and
education from federal and state agencies, nonprofit organizations
representing consumers, educational and academic institutions, and

- private sector employers. This forum will address the gaps that exist in

financial literacy efforts, challenges that federal agencies may face in

PGAO-05-938P.
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addressing these gaps, and opportunities for improving the federal
government’s approach to financial literacy.

In addition, as part of our audit and oversight function, we will continue to
conduct evaluations of the efficiency and effectiveness of federal financial
literacy efforts. Financial literacy plays a role in a wide variety of areas
that GAQ regularly reviews—including student loans, retirement savings,
banking and investment products, and homebuyer assistance programs, to
name a few. For example, in work we have done on retirement savings, we
have made recommendations intended to facilitate consumers’
understanding of retirement plans, disclosures, and any associated fees.™
Additionally, our reviews of financial products will continue to focus on
consumer understanding of these products, as well as strategies for
encouraging consumers to make sound decisions about them. Moreover,
we will continue our body of work evaluating various consumer
protections, which in conjunction with financial education are a key
component in helping consumers avoid abusive or misleading financial
products, services, or practices.

Tinancial education has its limitations, of course, but it does represent an
important tool that can benefit both individuals and our economy as a
whole. On an individual level, better money management and financial
decisions can play an important role in improving farailies’ standard of
living and helping them achieve long-term financial goals. While personal
financial decisions are made by individuals and their families, the federal
government can play a role in helping ensure that its citizens have easy
access to financial information and the tools they need to make sound
decisions. Moreover, improving consumer financial literacy can be
beneficial to our national economy as a whole. Financial markets function
best when consumers understand how financial service providers and
products work and know how to choose among them. Our income tax
system requires citizens to have an adequate understanding of both the tax
system itself and financial matters in general. Educated citizens are also
important to well-functioning retirement systems—for example, workers
should understand the benefit of saving for their retirement to supplement
any benefits received from Social Security. Finally, our nation faces a
challenging long-term fiscal outlook, and it is important that our citizens

MGAO, Retirement Savings: Better Information and Sponsor Guidance Could Improve
Oversight and Reduce Fees for Participants, GAO-09-641 (Washington, D.C.: Sept. 4, 2009).
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understand and are attentive to the fact that the federal government faces
hard choices that will affect their own, and our nation’s, economic future.

Chairman Akaka, Ranking Member Johnson, this completes my prepared
statement. I would be happy to respond to any questions you or other
Members of the Subcommittee may have at this time.
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N
GAO’s Mission

The Government Accountability Office, the audit, evaluation, and
investigative arm of Congress, exists to support Congress in meeting its
constitutional responsibilities and to help improve the performance and
accountability of the federal government for the American people. GAO
examines the use of public funds; evaluates federal programs and policies;
and provides analyses, recommendations, and other assistance to help
Congress make informed oversight, policy, and funding decisions. GAO’s
commitment to good government is reflected in its core values of
accountability, integrity, and reliability.
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Good afternoon, Chairman Akaka, Ranking Member Johnson, and distinguished
members of the Subcommittee. Thank you for the opportunity to appear before you
today to discuss what the U.S. Department of Education is doing to help Americans
improve their ability to make informed financial decisions. The Department of Education
remains committed to doing its part, in its own programs and in coordination with others,
to help elementary, secondary, postsecondary, and adult students develop the knowledge
and skills needed to make sound financial decisions for themselves, their families, and
their communities.

As you know, President Obama has set a lofty goal: by 2020, America will once again
have the highest proportion of college graduates in the world. He has called this the
number one economic issue of our time, declaring that countries that out-educate us today
will out-compete us tomorrow. So when we think about the role of the U.S. Department
of Education in empowering Americans to make informed financial decisions, helping
students and families navigate the decision to invest in higher education is front and
center for us. As Secretary Duncan has said, we think financial education should happen
at least as early as kindergarten and continue throughout a student’s time in school.

With that in mind, 1 am pleased to provide a review of our financial education efforts,
including what we are doing with other Federal agencies that are members of the
Financial Literacy and Education Commission.

Our Office of Innovation and Improvement (OII) continues to administer the Excellence
in Economic Education program, which supports national, State, and local efforts to
improve student performance in economics, personal finance, and entrepreneurship. In
2010, Council for Economic Education awarded subgrants to 94 projects, spanning 41
states for activities such as conducting teacher training and program evaluation. The
Lakeland College Center for Economic Education in Plymouth, Wisconsin established an
economics and financial education curriculum at a Milwaukee public charter school that
enrolls more than 600 students from preschool through grade 8. Junior Achievement in
Honolulu, Hawaii, connected schools with local businesses to help teachers improve
students’ understanding of economics and personal finance.

12:22 Oct 14,2011 Jkt 067127 PO 00000 Frm 00054 Fmt6601 Sfmt6601 PADOCS\67127.TXT JOYCE

67127.016



H605-41331-79W7 with DISTILLER

VerDate Nov 24 2008

51

In July I discussed the Department’s doubling of its commitment to financial literacy in
fiscal year 2010 by reprogramming $1.7 million from the Data Quality Initiative to create
the new Financial Education for College Access and Success Program. This grant was
made to the Tennessee Department of Education to develop, implement, and evaluate the
effectiveness of personal finance instructional materials and corresponding teacher
training. This project is intended to provide middle and high school students with the
knowledge and skills needed to make sound financial decisions, particularly in relation to
obtaining access to, persisting in, and completing postsecondary education. The project
involves representatives of State and local agencies administering Tennessee’s
elementary and secondary, career and technical, and postsecondary education programs,
as well as the Federal Reserve and the State Treasurer’s office. If found to be effective
after a rigorous evaluation, the financial literacy instructional materials developed with
this grant will be made available at no cost to States as open educational resources. The
creation of this program will send a strong signal to States and schools about the
importance of making connections between financial literacy and college access and
success.

Our proposal to reauthorize the Elementary and Secondary Education Act of 1965
includes $246 million for Effective Teaching and Learning for a Well-Rounded
Education. This broader program would replace several often narrowly-focused
programs with a single authority supporting efforts to strengthen instruction and improve
student achievement across multiple subject areas, including economics and financial
literacy. The funds would be awarded competitively to States, high-need local education
agencies and other entities. This amount is $20.1 million, or a 9 percent increase, over
levels of the 2010 appropriations for the programs consolidated under this broader
framework. We see this program as a cornerstone of our focused and flexible approach
for Federal K-12 funding, and we look forward to working with you and your colleagues
to bring a bill to the President’s desk this year.

Our TRIO grant programs are geared toward helping individuals from disadvantaged
backgrounds to enter college and complete postsecondary education. This year,
applicants for Talent Search — one of the TRIO programs — were required in their projects
to provide connections to services designed to improve financial and economic literacy.
Two of our TRIO Training grantees will provide training opportunities to successful
Talent Search grantees to help them address this new requirement. We look forward to
telling you more about the success of these efforts in the future.

The National Financial Capability Challenge, administered by Treasury, is an awards
program designed to increase the financial knowledge and capability of participating
high-school-aged youth across the United States and in Department of Defense schools
overseas. The goal of the program is to help educators teach the basics of personal
finance and reward students, educators, schools, and states for success. The Challenge is
open to all interested high school teachers and is designed to raise awareness of the
importance of teaching personal finance.

One of the things we would like to be able to do is compare American students on

average with students in other countries in terms of their financial knowledge and skills,

just as we currently do for reading, math and science. Toward this end, the National

Center for Education Statistics (NCES) is currently field-testing the financial literacy

assessment proposal slated for inclusion in the 2012 administration of the Program for
2
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International Student Assessment (PISA) international assessments of 15-year olds —
developed by OECD for its member countries. NCES has worked with colleagues at the
Federal Reserve, as well as non-government researchers and educators, to strengthen the
exam, and may administer it to U.S. students in 2012. In addition, NCES has introduced
into its High School Longitudinal Study a set of questions that elicit detailed information
about student and parental “financial literacy” with respect to college costs, financial aid,
how they plan to finance their child’s studies, what actions they’ve taken to meet college
costs, and the sources from which they obtain this information about college costs and
aid.

Pursuant to HEA, NCES’s IPEDS survey collects net price data, and exports those data to
the College Navigator web site, which gives students and their families a more accurate
picture of information on college costs than just a school’s "sticker price." Average net
tuition is generated by subtracting average grant and scholarship aid from the total cost of
attendance. In addition, pursuant to HEA, the IPEDS program also developed— in
consultation with the higher education community — the methodology that institutions are
to follow or expand upon in developing their net price calculators, and the template that
they must use or customize. By the end of October 2011, all institutions of higher
education will be required to have their own net price calculators on their websites. The
Department has given schools a template to use, or schools can design their own. Later
this year, again as specified in HEA, NCES will unveil a new College Affordability and
Transparency Center to provide information on postsecondary institutions’ published
tuition and net prices, ranked from high to low, and indicating which institutions’ prices
are climbing fastest. We are proud of these efforts. Integrating these tools into college
counseling and financial education as early as middle school and then through high
school will help prepare students and their families to make informed financial decisions
about college.

The efforts undertaken by the Office of Federal Student Aid (FSA) represent our largest
and most focused investment in helping families pay for postsecondary education. We
estimate we will provide over $155 billion this year in grants, loans, and work study. But
we still have work to do to help all students see higher education as a realistic goal —
something they can afford to do, even if their parents never went to college.

Students can see how much Federal student aid they can receive by completing the Free
Application for Federal Student Aid (FAFSA). We have worked to make this process
easier for students. We have eliminated over twenty questions and removed two-thirds of
the screens an applicant has to click through when completing the FAFSA online. And
applicants can now automatically import their tax information from the IRS.

One of the most important things we can do right now to help low-income students afford
college is to maintain the maximum award of $5,550 for the Pell Grant. The Pell Grant
program is the largest source of grant assistance for higher education in the country, and
helps millions of students who otherwise could not obtain higher education. But the
maximum award is now at risk and millions of students will see their benefits cut
depending on two important decisions Congress will make over the coming days and
weeks. The cost of maintaining the Pell Grant is growing, but the President has proposed
a comprehensive plan to sustain funding in both the short- and the long-term. Inan
economy where nearly half of all jobs will require some postsecondary education, failing
to protect Pell will have negative effects on students and will be detrimental to America’s
3
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long-term competitiveness, so I want to thank you, Chairman Akaka, for your support for
this essential program.

Another college affordability measure that has implications for financial decision-making
is the Income-Based Repayment (IBR) program, along with Public Service Loan
Forgiveness program—programs that are currently available for Federal student loan
borrowers. The IBR program ensures that payments on federal student loans are never
more than 15 percent of the borrower’s discretionary income, and keeps the total cost of
loan repayment manageable by forgiving all remaining debt after 10 years for public
service professionals, and 25 years for all others. Last year, the Administration proposed,
and Congress enacted, legislation that will strengthen the IBR formula starting in 2014,
dropping the payment threshold to 10 percent of income and the forgiveness period to 20
years.

To ease the burden for borrowers hoping to receive forgiveness under Public Service
Loan Forgiveness, the Department will soon publish draft employment certification
forms in the Federal Register that will help borrowers track their eligibility throughout
the 10-year or 120-payment forgiveness period. This program will help relieve the debt
burden of borrowers working as teachers, health professionals, or in another public
service position with the government or a qualified non-profit organization. Though
students will not actually apply to have their loans forgiven until 2017 — ten years after
the program’s creation — we are publicizing this program now because we think that
students will be more likely to pursue their talents and passion in college, knowing that
programs such as these will help to manage their repayment amount and forgive their
loans in return for public service. These programs provide the sort of peace of mind
needed for many students to feel comfortable investing in their education.

Throughout the country, FSA is also ramping up its student aid outreach and awareness
efforts to increase FAFSA submission and college enrollment rates, especially among
students from underrepresented groups. FSA educates students and families about the
costs and benefits of postsecondary education and the various programs in Title IV of the
Higher Education Act (HEA) of 1965 that can help them afford postsecondary education,
whether they are traditional students entering college immediately after high school or
working or unemployed adults seeking additional training. The transition to 100 percent
Direct Lending following the enactment of the SAFRA Act in 2010 ensures that all
students have access to reliable and affordable Federal student loans. SAFRA also

dramatically increased the funding available for Pell Grants for our highest-need students.

However, we cannot help students pay for college if they do not know about the
availability of, and apply for, financial aid.

Adult learners are important to the Department and to my office in particular.  am
excited to announce that we are adding a new special collection of resources on financial
literacy to our Literacy Information and Communications System (LINCS) that provides
information for adults as well as resources for adult educators. This new collection will
focus on financial literacy materials accessible to lower-skilled adults, as well as on
methods for teaching basic skills to adults using financial topics that make their learning
immediately relevant.

Finally, I would like to highlight a financial literacy initiative we are working on with
other Federal Agencies. Last year the Department had ongoing conversations with the
4
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Federal Deposit Insurance Corporation (FDIC) and the National Credit Union
Administration (NCUA) to discuss ways to work together on shared financial literacy
goals. Tam pleased to report that in November, 2010, Secretary Duncan signed a new
interagency agreement with these two agencies and that we are off to a strong start. The
focus of our work is to leverage existing resources to increase the number of partnerships
among schools, financial institutions, and other stakeholders. This will enable more
students to have access to federally insured deposit accounts, learn about personal
finance, and start saving, especially for college. Among other things, NCUA has
committed its technical assistance grants to supporting partnerships between credit unions
and schools; the FDIC has agreed to provide free workshops on its Money Smart for
Young Adults program to our grantees, and we will be adding a new priority in our
GEAR UP program this year to encourage partnerships focused on financial access,
financial education, and savings.

We look forward to our continued work with these agencies on empowering Americans
to make informed financial decisions, and to identify additional ways to work with our
colleagues throughout the Federal Government.

Thank you, Mr. Chairman and members of the Subcommittee, for your leadership on this
important issue. I would be happy to answer any questions.
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Testimony Concerning Financial Literacy: Empowering Americans to Make
Informed Financial Decisions

by Lori J. Schock
Director, Office of Investor Education and Advocacy,
U.S. Securities and Exchange Commission

Before the Subcommittee on Oversight of Government Management, the Federal
Workforce, and the District of Columbia of the Senate Committee on Homeland
Security and Governmental Affairs
April 12,2011

Chairman Akaka, Ranking Member Johnson, and Members of the Subcommittee:
Introduction

My name is Lori Schock, and I am the Director of the Office of Investor Education and
Advocacy (OIEA) of the U.S. Securities and Exchange Commission. Thank you for the
opportunity to testify today about the SEC’s efforts to improve the financial literacy of
individual investors throughout the United States.

OIEA administers the SEC’s nationwide investor education program. We provide a
variety of services and tools to address the problems and questions that individual
investors may face. OIEA conducts educational outreach; assists with investor
complaints and inquiries; and facilitates individual investors in bringing their
perspectives to the Commission and its staff.

SEC Investor Outreach and Education Programs

In addition to participation in financial literacy and investor education programs across
the United States and throughout the year, we also develop and maintain the SEC’s
Investor.gov website, publish Investor Alerts and Bulletins, and partner with outside
organizations to help investors better understand how they can protect themselves when
they make their investment decisions.

Investor.gov

In October 2009, the SEC launched Investor.gov, its first-ever website focused
exclusively on investor education. This website aims to help investors educate
themselves on issues affecting their investment decisions and includes information such
as how to detect fraud. Earlier this month, we re-launched Investor.gov with a new
design and additional information in an even more user-friendly format.

Individual investors who access this website can learn information on a variety of
investing topics, including how to research investments and investment professionals,
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understand fees, and detect fraud. The content is designed to be easily understandable,
including the “Investing Basics” section, which explains common retail investment
products in plain language.

Investor.gov also offers tools and materials targeted to investors who may face particular
investment needs, such as members of the military, teachers, and retirees. The site will
be further enhanced with videos, interactive quizzes, and additional investor education
resources in the coming months. In addition, we are working with the Department of
Treasury to ensure that key resources from Investor.gov are included in relevant sections
of the Financial Literacy and Education Commission’s financial education website,
MyMoney.gov.

Print Publications

For those investors who prefer print publications, we continue to offer these materials to
help individuals make informed investment choices and detect fraud. We emphasize
factors and important questions for investors to consider and ask before they invest. All
of our materials are available free of charge and not copyrighted, so that the widest
possible dissemination is encouraged.

Our most popular brochures are offered in both English and Spanish, including
publications focused on mutual funds and variable annuities. Our most recent publication
is a primer to educate students about setting long-term financial goals. The SEC’s Saving
and Investing for Students booklet explains different types of financial products, the
realities of risk, and other key information students need to know in setting their goals.

Individuals can order free copies of Saving and Investing for Students or any SEC print
publication by calling (888) 878-3256 or visiting Investor.gov. Individuals can also
receive SEC brochures by requesting the Financial Literacy and Education Commission’s
MyMoney toolkit. Additionally, we have developed a series of fourteen information
sheets including such topics as Asset Allocation, Target Date Funds, Ponzi Schemes and
Affinity Fraud.

Investor Alerts and Bulletins

Another way the SEC reaches out to individual investors is through our Investor Alerts
and Bulletins. Investor Alerts and Bulletins are short articles written to inform the
investing public about particular topics. Investor Bulletins provide individual investors
with important information regarding various investment-related topics. Investor Alerts
warn investors about potentially questionable activity that the Commission’s staff has
been made aware of, including through investor complaints and inquiries. In the past
year we have published over twenty-five different alerts and bulletins on a variety of
subjects, including municipal securities, stock trading basics, day trading, margin rules,
life settlements, and a number of new SEC rules. Recent Investor Alerts have covered
pre-IPO investment fraud, investment scams related to payouts by BP, and fake
securities-related websites. Moreover, we have issued a number of joint alerts, including
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one on target date funds with the Department of Labor and another on ETFs with the
Financial Industry Regulatory Authority (FINRA).

OIEA publishes Investor Alerts and Bulletins on the SEC’s website, SEC.gov, as well as
on Investor.gov. We also disseminate them through a variety of other channels, including
a designated RSS feed, Gov.delivery, press releases, and our Twitter account,

@SEC _Investor_Ed. As of last week, we had over 13,000 followers. We plan to
continue to explore the possible utilization of other social media tools to reach more
individual investors with limited additional cost, especially given constraints on our
resources.

Reaching Investors through Partnerships — Recent Examples

As part of its mission of investor protection, the SEC encourages investment literacy for
all Americans. Our partnerships with other government agencies, localities and private
sector financial education are vital to helping us reach investors within our limited
resources.

Some recent examples of our partnerships to reach investors include:

e Qutsmarting Investment Fraud. We continue to work with FINRA, AARP and
state securities regulators on a campaign designed to reduce investment fraud
among older Americans. The campaign is based on research funded by the
FINRA Investor Education Foundation. With our partners, we regularly
participate in events that teach seniors how to identify common persuasion
techniques used by con artists. We also train attendees on how to “ask and check”
about investments and investment professionals before they invest so they can
protect themselves and teach others in their community about effective fraud
detection techniques.

Over the last year, we helped educate thousands of older Americans at
“Outsmarting Investment Fraud” events across the country. We also have
promoted key messages from the campaign’s curriculum to residents of other
states by incorporating those messages in our online investor education materials
and print publications.

¢ SEC Graduate Program. We also work with NYSE Euronext on professional
development programs designed to help educators teach students about the
financial marketplace and its importance in their lives and the global economy.
The training sessions feature lecture-discussion sessions, hands-on activities, and
field trips.

Last July, more than thirty educators from the across the country attended the
inaugural SEC Graduate Program, a four-day workshop that focused on the
securities markets, investor protection, and the federal government’s oversight
role. SEC Chairman Mary Schapiro, SEC Commissioner Elisse Walter and a host
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of SEC staff led training sessions during the program. Additional training
sessions were led by, among others, representatives from the White House, the
Federal Reserve, the Department of Treasury, the Department of Education, and
Commodity Futures Trading Commission.

Internal Revenue Service (IRS) Tax Refund Check Mailings. Over the last few

years, we have worked with the Financial Management Service at the IRS to
communicate messages on saving and investing to Americans across the country.
During the month of April, approximately eight million individuals will receive
IRS tax refund mailings that contain an insert promoting investor education
resources from the SEC. In addition to raising awareness about Investor.gov, the
insert encourages individuals to request an Investor Education Toolkit to learn
how to become a smarter investor. Individuals can order the free toolkit online,
by phone, or by mail.

Qutreach to Gulf of Mexico {(Gulf ) Residents Through Public Libraries. In
October 2010, the SEC issued an Investor Alert to warn individuals and small
businesses about potential investment frauds targeting those who receive lump
sum payouts from BP due to the oil spill in the Gulf. At the same time, the SEC
began working with public libraries near BP claims centers to distribute a special
package of financial education materials to Gulf residents.

Financial Literacy and Education Commission. The SEC is a member of the
Financial Literacy and Education Commission (“FLEC”). The Financial Literacy
and Education Commission was established under the Fair and Accurate Credit
Transactions Act of 2003. The FLEC was tasked to develop a national financial
education web site ( MyMoney.gov) along with a hotline (1-888-My Money) and
a national strategy on financial education. It is chaired by the Secretary of the
Treasury and made up of the heads of twenty additional federal agencies. In
addition to the activities noted above, the SEC serves on FLEC’s Research and
Evaluation Subcommittee. We also will be working with FLEC to develop a
“strategy to increase the financial literacy of investors in order to bring a positive
change in investor behavior,” as required by Section 917 of the Dodd-Frank Wall
Street Reform and Consumer Protection Act (the “Dodd-Frank Act™).

SEC-Academy of Finance Shadowing Program. Consistent with Section 342 of
the Dodd-Frank Act, the SEC has developed an SEC Shadowing Program with
the Academy of Finance students from inner city high schools in the DC region.
The Academy of Finance connects high school students with an interest in finance
with the world of financial services.

Other Partnerships. The SEC is a partner and ex officio board member of the
Jump$tart Coalition for Financial Literacy, a mission partner of the American
Savings Education Council, a charter member of the Department of Defense's
Financial Readiness Initiative, and a founding advisor of the Alliance for Investor
Education. We participate in numerous local and national financial literacy
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events each year including Military Saves Week, America Saves Week, and
Financial Literacy Day on Capitol Hill.

SEC Investor Assistance Program

OIEA’s Office of Investor Assistance responds to questions, complaints, and suggestions
from members of the public. The Office handles investment-related complaints and
questions from tens of thousands of individual investors and others every year. Investors
contact us seeking information about the securities markets, securities laws and
regulations, investment products, and financial professionals. Investors also submit
complaints involving brokers, investment advisers, transfer agents, mutual funds and
other companies that issue securities.

To help investors resolve their investment disputes, OIEA forwards investor complaints
to the entities involved, requesting a response that fully addresses investor concerns. Our
efforts to facilitate informal resolutions of complaints often succeed. Where an entity
denies wrongdoing, however, or it is unclear whether any wrongdoing occurred, OIEA
cannot compel an entity to resolve a complaint to an investor’s satisfaction. Instead, we
provide information on alternatives such as mediation, arbitration or legal action. In
appropriate cases, OIEA refers complaints to other offices and divisions within the SEC,
including the Division of Enforcement, or to state or other federal regulators.

In Fiscal Year 2010, OIEA staff closed approximately 72 percent of complaints and
inquiries within seven days and approximately 93 percent within 30 days.

Office of Policy

OIEA’s Office of Policy reviews and comments on proposed rulemakings and concept
releases with an eye toward making Commission documents more useful and
understandable to individual investors, with an emphasis on plain writing and data driven
research. Also, consistent with Section 912, OIEA has been tasked with conducting
survey research and/or focus groups to identify the level of satisfaction of individual
investors with various disclosure requirements. These efforts include benchmarking
overall satisfaction with disclosures and probing areas of interest including usefulness of
content, ease of comprehension, and accessibility of formats.

The Office also has been actively involved in managing a number of the studies required
by the Dodd-Frank Act. In addition to coordinating the Section 919B study on improved
investor access to information of investment advisors and broker-dealers, OIEA
participated in the SEC working groups for the Section 913 study on the obligations of
brokers, dealers and investment advisors, and the Section 914 study on enhancing
investment advisors examinations.
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Investor Testing and Dodd-Frank Studies
Disclosure Document Evaluation Study and Dodd-Frank Act Section 917

The SEC currently is conducting investor testing as part of its Disclosure Document
Evaluation Study (the “Study™). The purpose of this investor testing is to examine the
effectiveness of SEC-mandated disclosure documents, specifically, the Form 10-K annual
report and the mutual fund shareholder report, in communicating useful information to
individual investors. The Study is designed to gather feedback from investors in order to
determine how these disclosure materials could more effectively communicate
information to individual investors. The Study also will generate a baseline assessment
of these documents, providing a way to measure potential improvements in disclosures
over time. The Study entails:

e Obtaining investors’ evaluation of the Form 10-K and the mutual fund
shareholder report, including a baseline assessment against which to measure
future disclosures;

o Identifying specific areas of these documents where investors think current
disclosure is adequate;

o Identifying specific areas of these documents that could be improved;

o Suggesting new document formats as alternative ways to express or
summarize complex financial information in both hard copy and digital
formats; and

e Proposing actions and/or solutions to simplify documents for use by the
individual investor.

In examining these disclosures, OIEA is working with the SEC’s Division of Corporation
Finance to evaluate investors’ responses to current Form 10-K materials, and with the
SEC’s Division of Investment Management to evaluate investors’ responses to current
mutual fund shareholder reports. These evaluations are designed to prioritize the
importance and usefulness of each of the disclosure items within the Form 10-K and the
mutual fund shareholder report, including information that is less useful and information
that might be included in a revised document. The Study is responsive to the SEC’s
2010-2015 Strategic Plan, which calls for investors to have access to disclosure
documents that are useful for investment decision-making and for those materials to be
provided in concise, easy-to-use formats.

The Study also will serve as a predicate for significant portions of a separate study
regarding financial literacy among investors, as mandated by Section 917 of the Dodd-
Frank Act. That provision calls for the SEC to identify the existing level of financial
literacy among retail investors; methods to improve the timing, content, and format of
disclosures to investors with respect to financial intermediaries, investment products, and
investment services; methods to increase the transparency of expenses and conflicts of
interest in transactions involving investment services and products; and the most effective
existing private and public efforts to educate investors. Section 917 requires us to deliver
a final report to Congress by July 2012.
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With regard to Section 917, the staff is currently working on a project plan, including
developing an organizational framework, an analysis of required resources, and a
calendar of expected completion dates of various project milestones. Consistent with
available resources, we intend to conduct investor testing on a number of the issues
presented by Section 917. We also anticipate seeking public comment on a number of
aspects of Section 917, including about existing successful financial literacy programs, in
the near future. In addition, we have already begun a thorough review of existing
relevant data, including other studies and analyses, to identify areas in which additional
research and study would be useful in providing the most meaningful report to Congress.
Because Section 917 requires us to focus on the financial literacy of investors (as
opposed to on financial education more generally), we believe the study has the potential
to arm us with a great deal of valuable data about individual investors in the United
States.

Dodd-Frank Act Section 919B

Section 919B of the Dodd-Frank Act directs the SEC to complete a study, including
recommendations, of ways to improve the access of investors to registration information
about registered and previously registered investment advisers, associated persons of
investment advisers, brokers and dealers and their associated persons, and to identify
additional information that should be made publicly available. The Act specifies that the
study include an analysis of the advantages and disadvantages of further centralizing
access to registration information, and identify data pertinent to investors and method and
format for displaying and publishing the data to enhance the information’s accessibility
and utility to investors.

OIEA prepared the study in consultation with the SEC’s Division of Investment
Management, the Division of Trading and Markets, the Division of Risk, Strategy, and
Financial Innovation, and the Office of the General Counsel. OIEA also sought input
from FINRA and NASAA.

The study made the following recommendations:

e Unify FINRA’s BrokerCheck and the SEC’s Investment Adviser Public
Disclosure (“IAPD”) database search results
Add a ZIP code search function to BrokerCheck and IAPD
Add educational content to BrokerCheck and IAPD

In addition, the study recommends that SEC staff and FINRA continue to analyze,
including through investor testing or other means of soliciting investor input, the
feasibility and advisability of expanding BrokerCheck to include information currently
available in the Central Registration Depository (the securities industry online
registration and licensing database developed by FINRA in consultation with the states),
as well as the method and format of publishing that registration information.
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Conclusion

As the Committee recognizes, improving financial literacy is an important goal that can
empower individual investors to participate in the financial markets. By making it
possible for investors to access educational materials that are understandable and geared
to their interests and concerns, the SEC can play a valuable role in assisting them to
invest intelligently and to detect fraud. The SEC is committed to this important role in
our rapidly changing markets. Thank you for the opportunity to appear today, and I
would be pleased to respond to any questions.
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Testimony of Acting Director Joshua Wright
Office of Financial Education and Financial Access
U.S. Department of the Treasury

Before the Subcommittee on Oversight of Government Management, the Federal
Workforce, and the District of Columbia
U.S. Senate Committee on Homeland Security and Governmental Affairs

Hearing on “Financial Literacy: Empowering Americans to Make Informed Financial
Decisions”

April 12, 2011

Chairman Akaka and Ranking Member Johnson, thank you for the opportunity to appear before
you today on a topic of critical importance to this Administration, the Department of the
Treasury, and our nation — empowering Americans to make better informed financial decisions.

1 want to especially thank you, Chairman Akaka, for your tremendous leadership in helping enact
policies intended to increase financial education and financial access. You have beena
champion for financial empowerment of all Americans.

All Americans, regardless of income and level of educational attainment, must have appropriate
consumer protections, be equipped with financial knowledge and skills, and have financial
access, to make informed decisions in an increasingly complex financial marketplace. The
Dodd-Frank Wall Street Reform and Consumer Protection Act provides clear rules of the road
and consistent enforcement that will help make sure providers act responsibly and transparently.
Simultaneously, consumers must take responsibility for their decisions. As the economy
continues to recover, consumers still confront difficult financial challenges such as a lack of
access to basic transaction, savings, and affordable credit products, stagnant wages, and falling
home values. We must ensure that individuals and families have knowledge and skills to
manage their financial resources effectively and plan for future life events. In addition to
knowledge and skills, consumers must have access to financial products and services that are
fair, affordable, understandable, and accessible. The future financial prosperity of our citizens
and nation depends, in part, on the ability of Americans to make informed decisions and have
access to appropriate financial services and products. Clear rules of the road, fair financial
access, and knowledgeable and informed consumers will help our country harness the financial
system’s tremendous capacity to fuel growth and investment, which are critical to our continued
economic recovery.

My testimony will include an update on the activities of the Financial Literacy and Education
Commission (the Commission), the President’s Advisory Council on Financial Capability
(PACFC), and Treasury’s financial education and access initiatives, all of which aim to improve
financial literacy and financial access and promote economic stability of ail Americans.
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The Commission Update

In 2003, Congress created the Commission in Title V of the Fair and Accurate Credit
Transactions Act of 2003 (FACT Act) to better focus and coordinate federal financial education
and literacy efforts. Treasury is honored to serve as the lead agency for the Commission and to
report on its significant activities.

I want to acknowledge and thank the other members of the Commission that are participating in
today’s hearing for their efforts: the U.S. Department of Education, and the Securities and
Exchange Commission, as well as the implementation team for the Consumer Financial
Protection Bureau (CFPB). We have been leveraging our unique resources and working together
to better equip Americans with necessary financial knowledge and skills. They have all been
great partners and [ appreciate and applaud their work.

Recently, the Strategy for Assuring Financial Empowerment (SAFE) Report was submitted to the
Senate Banking, Housing, and Urban Affairs Committee and the House Financial Services
Committee to inform members and the public of the Commission’s activities. My testimony
includes several highlights from the report. I respectfully request that the SAFE Report be
included in today’s hearing record.

Title V of the FACT Act requires the Commission to develop a national strategy to promote
basic financial literacy and education among all American consumers and coordinate federal
efforts to promote basic financial literacy and education. Treasury, in conjunction with the
Commission members, published Taking Ownership of the Future: The National Strategy for
Financial Literacy (“the Strategy”) in 2006." The 2006 Strategy reviewed the progress towards
financial literacy at that time and proposed calls to action, which were implemented between
2006 and 2009. In July 2009, the Treasury Department convened a special Commission meeting
to review the Commission’s approach to carrying out its purpose and role. As part of that
process, Commission members set up a working group to craft a new national strategy,
Promoting Financial Success in the United States: National Strategy for Financial Literacy2011
(“National Strategy 2011”),

The Commission undertook a comprehensive and inclusive process that included reviewing
strategic documents from other nations and other agencies as well as reaching out to a wide
range of stakeholders in the field of financial education for input. As part of this inclusive
process to develop the National Strategy 2011, the Treasury, on behalf of the Commission,
published a request for comments and carefully considered the comments and made revisions to
the National Strategy 2011 to enbance its clarity and usefulness.

The National Strategy 2011 provides a roadmap for organizations providing financial education
and provides goals to help organizations guide Americans toward financial well-being. It will
help ensure that financial education efforts support and advance the elements of the strategy.
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Treasury, in conjunction with the Commission members, is developing the implementation plan
for the National Strategy 2011. Treasury will also be engaged with Commission member entities
to develop implementation plans specific to the constituencies that they serve.

To pursue one of the goals of the National Strategy 2011, efforts are underway to promote the
five “Core Competencies” created by the Commission to focus financial education efforts in the
field. These Core Competencies will represent five personal finance concepts every American
should have command of. There were several steps taken to develop the Core Competencies,
including consulting with researchers and practitioners in the field, conducting literature review,
and incorporating public comments. The final stage of development is to translate the Core
Competencies into an accessible resource. We are currently working to determine best practices
to disseminate this information to the public, for instance by identifying strategic partners and by
working with a social marketing expert.

A Financial Access Working Group, comprised of Commission members, has been created to
ensure better integration of financial education and financial access efforts into existing federal
programs that serve low- and moderate-income individuals and families and coordinate federal
efforts around promoting financial access for unbanked and underbanked households, Having
described a number of activities of the Commission, I will take this opportunity to address the
comments about financial literacy from the Government Accountability Office (GAO) report,
“Opportunity to Reduce Potential Duplication in Government Programs, Save Tax Dollars, and
Enhance Revenue,” that was published in March 2011.

An additional collaborative activity, the National Financial Capability Challenge is a non-
monetary awards program designed to increase the financial knowledge and capability of high
school aged youth across the United States. This joint effort with the Department of Education
challenges high school teachers and other educators to teach the basics of personal finance to
their students, and rewards students, educators, schools, and states for their participation and
their success. Educators and top-scoring students receive award certificates.

Educating Americans to be more financially literate is a difficult challenge and requires the
attention of many governmental agencies and private organizations. The federal entities engaged
in financial literacy often have different missions, constituencies, and expertise, which can and
should be leveraged to deliver optimal financial literacy, education and access. Just a few
examples of the federal entities that have financial education programs provide a window into
understanding the need for this varied, yet integrated approach. Examples of these essential
efforts include: investor education provided by the Securities and Exchange Commission,
housing counseling provided by the Department of Housing and Urban Development; and
military personnel education initiatives provide by the Department of Defense to ensure financial
readiness. Parents and families are provided financial education opportunities through
Department of Health and Human Services.

In addition, the new Consumer Financial Protection Bureau will have a special focus on
educating consumers and will assume the Vice-Chairmanship of the Commission. Treasury will
continue to work with the CFPB to clearly delineate the roles of both agencies’ financial
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education offices and coordinate to avoid duplicative efforts. Bringing these various approaches
together, to complement, rather than duplicate efforts, is a key role of the Commission, and one
we believe taken seriously by all of its member agencies.

MyMoney.gov is a great example of how the Commission has worked together to harness our
resources. The redesign and relaunch of MyMoney.gov has been met with positive reaction, as
the unbiased one-stop source for federal government information on financial education. The
site continues to be improved, interactive self-assessment tools and a research clearing house are
in process, and additional consumer search and navigation enhancements are being planned.

Treasury will continue to work collaboratively with the Commission members to identify
possible duplicative efforts, and leverage resources to minimize fragmentation and maximize
financial education efforts.

President’s Advisory Council on Financial Capability

On January 29, 2010, the President signed Executive Order 13530, which created the President’s
Advisory Council on Financial Capability (Council) to assist the American people in
understanding financial matters and making informed financial decisions, and thereby contribute
to financial stability. It is largely composed of non-governmental representatives with relevant
backgrounds, such as financial services, consumer protection, financial access, and education.
The Council is tasked with recommending methods to coordinate and maximize the effectiveness
of existing private and public sector efforts and identify new approaches to increase financial
capability through financial education and financial access. The Secretary of the Treasury looks
forward to receiving the Council’s recommendations.

Financial Education and Financial Access Initiatives

The Treasury Department has implemented financial education and financial access initiatives in
the last year and has proposed to engage in additional activities intended to help improve access
to financial services.

Financial Education and Counseling Pilot Program

Through the Financial Education and Counseling (FEC) Pilot Program, the Community
Development Financial Institutions (CDFI) Fund of the Department of the Treasury, working
with Treasury’s Office of Financial Education, provided grants to enable experienced
organizations to provide a range of financial education and counseling services to prospective
homebuyers, with the goals of:
s increasing the financial knowledge and decision-making capabilities of prospective
homebuyers;
¢ assisting prospective homebuyers to develop monthly budgets, build personal savings,
finance or plan for major purchases, reduce their debt, improve their financial stability,
and set and reach their financial goals;
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e helping prospective homebuyers to improve their credit scores by understanding the
relationship between their credit histories and their credit scores; and

& educating prospective homebuyers about the options available to set and achieve short-
and long-term financial goals.

The FEC Pilot Program addresses one of the core causes of the foreclosure crisis. Too many
homebuyers entered into mortgage products that they could not afford or understand. The pilot
is intended to ensure that working families have the financial knowledge to effectively prepare
for and evaluate housing choices.

The CDFI Fund made a second round of awards for the FEC program in October. The awards
totaled $4.15 million, which included a grant to the Council for Native Hawaiian Advancement
in Honolulu, Hawaii.

Electronic Treasury

Treasury’s Electronic Payment efforts continue, with expansion of disbursement of federal
payments electronically. Rules are now in place requiring Direct Deposit for all new federal
benefit recipients by May 1, 2011, and for current recipients by March 1, 2013. When fully
implemented, this initiative will save the Federal Government over $500 million in the first five
years. The GoDirect Campaign and the Direct Express Debit MasterCard program are in place
to ensure people have safe and appropriate account options to receive their direct deposits.
Individuals receiving Federal benefit payments who do not have an account at a financial
institution or prefer receiving their payments on a prepaid debit card can receive a Direct Express
card. The card is a safe, convenient and consumer-friendly way for benefit recipients to receive
their payments.

In a similar vein Treasury is currently conducting a tax time account pilot, an initiative to
improve tax administration while also providing basic financial access. The pilot has two
components. The first is the MyAccountCard offer to a sample of low- and moderate-income
households that are likely to be unbanked to receive their federal tax refund on a debit card, and
then use that debit card as an ongoing financial transaction product. The results of the pilot will
help determine the benefits and feasibility of a debit card account as an integrated part of the tax
filing and refund process. The second, working with a a provider of payroll services, Treasury
will highlight the safety, ease and convenience of direct deposit onto payroll cards through tax
season communications, including materials distributed with pay statements. Treasury aims to
better understand the value of partnering with payroll providers and employers to deliver tax
refunds into low-cost accounts. The pilot has the potential to streamline the tax administration
process, save the government money, and deliver tax refunds in a faster, more efficient manner,
while simultaneously providing access to safe and affordable basic financial transaction
products.
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Title XII of the Dodd-Frank Wall Street Reform and Consumer Protection Act

Chairman Akaka, your work in authorizing Title XII of Dodd-Frank will provide opportunities
for increasing financial access for the unbanked and underbanked Americans. Our most
significant proposed initiative utilizing the authority provided in Title XII is the Bank on USA
initiative, designed to help bolster local and private sector initiatives to ensure that low-and
moderate -income individuals have access to safe and appropriate financial services and products
and financial education to help them use products and services soundly. The 2009 FDIC Survey
of Unbanked and Underbanked Households found that one of every four American households is
unbanked (meaning they do not have any type of account) or underbanked (meaning that
although they may have an account, the mainstream financial system is not meeting their needs,
and they are turning to alternative financial services providers). Consequently, individuals that
can least afford it are paying high fees for basic financial services, such as cashing paychecks
and paying bills. Instead of paying excessive fees for alternative financial services, families
would benefit from using mainstream financial services and could utilize transaction savings for
a child’s education, housing costs, or an emergency fund.

The President’s budgets for FY 2011 and FY 2012 included funding requests for Bank on USA.
Together with the CDFI Fund, we are working with financial institutions, community-based
organizations, community development financial institutions, financial education providers, and
local government officials to ensure that we will be able to quickly implement Title XII
programs once funding becomes available. These programs will include financial access,
financial education, as well efforts to spur new products and services by the private sector that
will better meet the needs of the unbanked and underbanked. We are developing the necessary
infrastructure to support community-based efforts intended to increase financial access.

Although we have begun these initial steps, appropriated resources ate necessary to fully
implement all of the proposed activities which are envisioned to utilize the authority in Title XIL
Funding for Title XII initiatives is necessary to capitalize on the important economic
empowerment opportunities provided by Dodd-Frank.

American families are focused on building more secure financial futures for themselves, and they
deserve a fair, stable financial system, as well as the skills and access needed to navigate the
financial marketplace successfully. Treasury looks forward to working with this Committee,
other agencies, the private and non-profit sectors, and other members to help improve the
financial capability of all Americans.
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Written Testimony of

Hollister K. Petraeus
Director, Office of Servicemember Affairs
Consumer Financial Protection Bureau

Before the U.S. Senate Committee on Homeland Security and Governmental Affairs
Subcommittee on Oversight of Government Management, the Federal Workforce, and the
District of Columbia

Hearing on "Financial Literacy: Empowering Americans to Make
Informed Financial Decisions"

April 12, 2011

Chairman Akaka, Senator Johnson, and distinguished members of the Committee: thank you for
the opportunity to speak with you today about the Office of Servicemember Affairs (OSA) at the
Consumer Financial Protection Bureau (CFPB), as well as the importance of financial education
for servicemembers and military families.

1. My Background

To tell you a little about my background, I come from a military family, one that has a tradition
of service going back to the Revolutionary War. My father served in the Army for over 36 years,
fighting in both World War Il and Vietnam. Two of my brothers also served in Vietnam, and, of
course, my husband is currently serving. And I’m a military mom, as well.

I've been around the military community my entire life, and ['ve seen the problems that can arise
from “too much month and not enough money.” I have also seen first-hand the devastating
impact financial scams and predatory lending can have on servicemembers and their families.
Unfortunately too many young troops still learn about wise spending through hard experience
and years of paying off expensive debt rather than through an effective financial education class.

As an Army wife I spent a lot of years — over 20 - as a volunteer on the Army posts where we
were assigned. During the first year of the Iraq war, when my husband was the commander of
the 101" Airborne Division (Air Assault) at Ft. Campbell, Kentucky, I served as the Division’s
Senior Family Readiness Group Advisor. In that capacity | saw the unforeseen financial
problems that came with deployment and I worked on those issues with Department of Defense
(DoD) officials as well as local, state and national legislators.

A year later I was invited to become the Director of BBB Military Line, a program of the
Council of Better Business Bureaus providing consumer education and advocacy for
servicemembers and their families — a position that I held for six years, from 2004 to 2010.
While with the BBB, I made on-site visits to military units all over the country, learning about
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the consumer issues that impacted them, giving presentations on consumer scams, and working
to establish local BBB-military relationships. I guided development of six teen and adult
financial workshops taught to more than 20,000 individuals in military communities around the
United States and wrote a monthly consumer newsletter that went out to about 3,000 subscribers
addressing issues of interest to the military.

II. The Consumer Financial Protection Bureau and Office of Servicemember Affairs

This January, based on my knowledge of the military community and my experience with
military consumer issues, Professor Elizabeth Warren, Treasury Secretary Geithner's designee to
set up the new Consumer Financial Protection Bureau, asked me to join the CFPB and set up the
Office of Servicemember Affairs. As I’m sure you know, the Dodd-Frank Wall Street Reform
and Consumer Protection Act (Dodd-Frank Act), which was signed into law on July 21, 2010,
established the CFPB as an independent bureau within the Federal Reserve System and charged
it with ensuring that consumers have timely and understandable information to make responsible
decisions about financial transactions. One of CFPB’s mandates was to establish an Office of
Financial Education within the Bureau. That office is required to develop and implement a
strategy to improve the financial literacy of consumers, in consultation with the Financial
Literacy and Education Commission (FLEC). In addition, the law assigns my office, the Office
of Servicemember Affairs, the responsibility to “educate and empower service members and
their families to make better informed decisions regarding consumer financial products and
services,” and the CFPB is authorized to enter into agreements with the Department of Defense
to achieve that goal.

H1I. The Need for Robust Financial Education and Strong Consumer Protections for
Servicemembers

I consider this mandate to educate servicemembers and their families to be one of the OSA’s
highest priorities. In my years working with servicemembers and their families, [ have seen
them targeted by financial scams and unethical practices that might have been avoided if they
knew the costs and the red flags of a bad deal. Earlier in this decade there were so many payday
lenders clustered around the gates of military installations that Congress saw fit to include a
provision in the National Defense Authorization Act of 2007, the Talent Amendment, to protect
military personnel on active duty and their families from the high interest rates associated with
these expensive short-term loans. I continue to see military personnel carry more consumer debt
than their civilian counterparts as they get in over their heads with expensive car financing, high-
priced electronics bought on high-priced credit, other costly loans, and outright scams. And the
military has not been immune to the housing crisis, either —~ in fact, quite the opposite. Many
servicemembers who thought home-ownership would be a good thing are now locked into
mortgages in some of the worst-hit states, where houses have declined significantly in value.
While they may be able to make the payments while living in the house, when they get orders to
move they are in deep trouble, as they may not be able to rent the house for enough to cover the
mortgage payments and they can’t afford to sell the house because they are so far underwater on
their loan.
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Also, some of them have not gotten the relief they should have through the Servicemembers’
Civil Relief Act (SCRA), either through their own lack of knowledge of the law’s protections, or
because their lender denied them their legal rights.

The financial well-being of our military personnel is not just an issue of dollars and cents.
Financial problems can be a dangerous distraction for our troops. As Undersecretary of Defense
for Personnel and Readiness Clifford L. Stanley wrote to Michael S. Barr, Assistant Secretary of
the Treasury for Financial Institutions, last year, “servicemembers and their families are under
increasing stress. When we have asked in surveys about the causes, servicemembers responded
that finances were second only behind work and career concerns and ahead of deployments,
health, life events, family relationships and war/hostilities.” Secretary of the Army John
McHugh similarly has argued: “Soldiers who are distracted by financial issues at home are not
fully focused on fighting the enemy, thereby decreasing mission readiness.”

Financial problems can also lead military personnel to lose their security clearances, which may
mean that they are no longer permitted to do the job for which they have been trained. Financial
problems are now the number one cause of lost security clearances. As an example, the
Department of the Navy reported in 2007 that financial management issues accounted for

78 percent of security clearance revocations and denials for Navy personnel.

Those who serve in the military should be able to focus on their jobs and their families without
having to worry about getting trapped by abusive financial practices. As Undersecretary Stanley
wrote, the “personal financial readiness of our troops and families equates to mission readiness.”
And a vital component of personal financial readiness is a sound financial education.

1V. Office of Servicemember Affairs: Efforts to Date

In the three months since I joined the CFPB team, in addition to setting up the Office of
Servicemember Affairs and beginning to hire staff, [ have taken a number of steps to begin a
dialogue with the military community about financial education, and to prepare the ground
within the CFPB to ensure strong enforcement and consumer response capabilities to protect
servicemembers and their families.

A significant part of my time as Director of OSA has been spent reaching out to servicemembers,
their spouses, and military service providers to get their advice and recommendations on how to
make financial education work best for them. In late January, Professor Warren and [ went to
Joint Base San Antonio, Texas, where we had two roundtable discussions. We will be
conducting a town hall meeting April 13" with Secretary Geithner at Joint Base Myer-Henderson
Hall in Arlington, Virginia. And I've also made separate trips to Naval Base San Diego,
California, Joint Expeditionary Base Little Creek, Virginia, and the Army Judge Advocate
General's Legal Center & School in Charlottesville, Virginia, with more trips to military bases
planned in the coming months.
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To go into a little more detail on the roundtable at Joint Base San Antonio, we first met with
military service providers, including lawyers, financial counselors, mental health professionals,
and chaplains, as well as the base’s leadership. We asked questions about what scams and other
financial problems these service providers were seeing, and how they thought those financial
problems might be dealt with. We heard from them that “payday” loans were still an issue in
Texas, where they fall outside the 36 percent military cap imposed by the Talent Amendment
because they are now offered for more than 91 days. The attendees also were concerned about
military indebtedness, telling us that the average trainee arrives at Lackland Air Force Base (part
of Joint Base San Antonio) over $10,000 in debt', some of it incurred during the waiting period
between recruitment and entry into the service, when they get out there and buy that car, phone,
and computer in anticipation of their military salary. The providers also had strong feelings
about the necessity of follow-up financial education after basic training.

The second roundtable was with military personnel and spouses from the Air Force, Army, and
Navy. They too felt strongly about the need for mandatory financial training, not just in basic
training, where it is not well absorbed by tired, stressed trainces, but on a continuing basis. A
number of attendees suggested continuing education throughout the various professional
development schools, such as the Basic Noncommissioned Officer Course and the Advanced
Noncommissioned Officer Course, both for their own personal education and to help them be
better leaders for their soldiers. One suggested that it be a quarterly mandatory requirement for
all personnel, like Equal Opportunity training, and the entire group raised their hands when asked
if they thought that sort of continuing financial training should be mandatory.

I agree with those servicemembers and military service providers that continuing financial
education must have a central role in protecting the financial future of military families, and I
have had very productive meetings on the subject already with Robert Gordon, the Deputy
Assistant Secretary of Defense for Military Community and Family Policy, who oversees
financial literacy programs within the Department of Defense. The OSA plans to work with the
Pentagon, veterans service organizations, the larger military community, and industry to identify
and help provide the most timely and effective financial education for servicemembers and their
families. No amount of prosecutors or government agencies can stop every scammer or predatory
lender out there, so we must do more to provide the right tools and information to military
personnel and their families so that they recognize the red flags of a bad deal or scam and make
sound financial choices.

I'am committed to ensuring that the OSA’s educational component does not “reinvent the wheel”
or duplicate what our counterparts at the Pentagon or in the private sector are already doing. My
office is not interested in simply creating more reports that grow dusty on a bookshelf or end up
in a large pile of similar documents. Instead, we plan to work closely with the Department of
Defense and both the public and private sectors to identify what techniques and materials work
best and then apply them to the education of military families.

! The Lackland Airman & Family Readiness Center (802d Force Support Squadron) gathered debt
information on airmen arriving at the Technical Training Group at Lackland Air Force Base following
Basic Military Training from 1997 to 2009. The average debt increased from $7,565 in CY 1997 to
$10,431 in CY 2008, the last full year the data was collected. A total of 109,048 airmen were surveyed
during the period.
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We need to capitalize on the “teachable” moments, which may vary at different times in a
military career. What’s pertinent to a new soldier shopping for his first car may not be relevant
to a 20-year “lifer” contemplating buying a house. We will work on fielding curricula that hit
those teachable moments and are taught in a way that is engaging to the students, and we will
develop metrics to gauge the effectiveness of what we have taught. And we will keep tweaking it
until we get it right,

[ should add that | think that the educational strategies we develop at OSA can make an
important contribution to the financial literacy of all American families. History has shown us
that best practices developed in support of the military can translate to the larger US community.
For that reason, we believe that the military can be a great test bed for innovative financial
education products that could have an application to the population at large. And like the OSA,
the CFPB’s Office of Financial Education plans to leverage the good work that is already being
done out there, rather than starting from scratch.

V. Conclusion

In conclusion, the Office of Servicemember Affairs (OSA) is already working hard to ensure that
servicemembers and their families, who devote their lives to protecting our nation, will have a
strong advocate to help protect them from financial threats. We will work with the military, the
rest of the public sector, and the business community towards the goal of every military family
being a financially-educated family, armed with knowledge of how to avoid scams and poor
financial decisions, and willing and able to invest towards long-term financial goals.

Thank you for the opportunity to testify before the Committee.
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BACKGROUND
FINANCIAL LITERACY: EMPOWERING AMERICANS TO MAKE INFORMED
FINANCIAL DECISIONS
APRIL 12,2011

Background

Financial literacy is critically important to our Nation’s economic future and the well-being of all
Americans.! As the financial challenges confronting individuals and families have rapidly grown
in complexity and sophistication, the gap between the financial skills needed to make informed
financial decisions and our Nation’s level of financial literacy appears to have widened.? This
imbalance places our entire economy at risk, as millions of Americans are not equipped with the
knowledge and skills required to successfully purchase a home or plan for retirement.” This
hearing will examine the effectiveness of Federal efforts to empower individuals and families to
effectively manage their finances, evaluate credit opportunities, and invest for long-term
financial goals.

Federal Financial Literacy Initiatives

The U.S. Government Accountability Office (GAO) describes financial literacy as “...the ability
to make informed judgments and to take effective actions regarding the current and future use
and management of money.”™ Financial literacy is a broad, cross-cutting issue that encompasses
a diverse range of topics. Over the course of a lifetime, an individual is likely to make several
life-changing financial decisions; thus the concept of financial literacy must be thought of as an
evolving, lifelong skill.

The wide range of Federal financial literacy initiatives recognizes the need for a dynamic
approach to delivering financial education that is targeted and tailored to the unique goals and
requirements of a given target audience, such as schoolchildren, prospective homeowners,
investors, servicemembers, veterans, and the unbanked.

To maximize the use of finite resources, and mitigate the risks of duplication that may result
from a one-size-fits-all approach, Federal efforts have leveraged the distinct capabilities and
expertise of various agencies by tasking different agencies to devise strategies and administer

! Bernanke, Benjamin S, “Fostering Financial Literacy,” National Bankers Association Foundation. Washington, DC. 13 Apr.
2010. Available at < hitp://www.federalreserve. gov/newsevents/speech/bermnanke20100413a.pdf >,

% Acting Comptroller General Dodaro noted this increased complexity in his response to 2 question posed by Senator Akaka at
the Senate Committee on Homeland Security and Governmental Affzirs hearing to ider his ination to be Comptroll
General of the United State, 18 Nov. 2010. Transcript Available ar: <http://www.cq.com/doc/congressionaitranscripts-
3766317>,

? Financial Literacy and Education Commission, National Strategy Working Group, Why and How: Background Report,
Developing the 2011 National Strategy. Nov. 2010. Available at <htip://www.treasury.gov/resource-center/financial-
education/Documents/National%20Startegy%20Background.pdf>.

* Hillman, Richard J., “Progress Made in Fostering Partnerships, but National Strategy Remains Largely Descriptive Rather
Than Strategic,” Statement for oversight hearmg on the Federal Government’s role in empowering Americans to make informed
fi ial decisi Senate Cc ittee on Homeland Security and Governmental Affairs, Subcommittee on the Oversight of
Government Management, the Federal Workforce, and the District of Columbia. 29 Apr. 2009, atp. 2. Available at
<http://www.gao gov/new.items/d09638t.pdf>.
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programs optimized for a given audience.® To ensure this comprehensive approach is efficient,
the Congress established a multiagency Financial Literacy and Education Commission (FLEC)
to develop a national financial literacy strategy and coordinate Federal efforts to facilitate the
sharing of best practices and resolve any areas of overlap or duplication that may exist.

Financial Literacy and Education Commission

The FLEC was created through the passage of the Financial Literacy and Education
Improvement Act under Title V of the Fair and Accurate Credit Transactions Act of 2003.°
Congress designated the U.S. Department of the Treasury’s (Treasury) Office of Financial
Education as the entity responsible for coordinating the activities of the FLEC, which is chaired
by the Treasury Secretary and composed of the heads of 22 additional Federal agencies and
entities.” The Dodd-Frank Wall Street Reform and Consumer Protection Act amended the
organizational structure of the FLEC by assigning the Director of the Consumer Financial
Protection Bureau to serve as the Vice Chairman of the FLEC.?

National Strategy for Financial Literacy

In July 2009, the FLEC established the National Strategy Working Group (NSWG) to develop a
new national strategy to promote financial literacy and education. This strategy, Promoting
Financial Success in the United States: National Strategy for Financial Literacy 2011, builds
upon the first 2006 national strategy® and presents a vision of sustained financial well-being for
individuals and families in our Nation. Developed through a collaborative process featuring
contributions from private, public, and non-profit representatives from the field, this document
establishes strategic direction for policy, education, practice, research, and coordination in the
financial literacy and education field. Specifically, the strategy identifies four goals to focus
Federal efforts: increase awareness of and access to effective financial education; determine and
integrate core financial competencies; improve financial education infrastructure; and identify,
enhance, and share effective practices. The FLEC is currently developing an accompanying
implementation strategy designed to achieve the goals outlined above. A release date has yet to
be determined.

* Tasking a single entity to develop and administer financial literacy initiatives for groups with vastly different needs, such as
schoolchildren versus retail investors, would require the development of expertise, experience, and relationships with state, local,
and private providers, that already exist in the resp ies — in this ple, the Department of Education and the U.S.
Securities and Exchange Commission, respectlvely
¢ Pub. L. No. 108-159, 117 Stat 1952 (2003) (codified at 20 U.S.C. §§9701-08). Available at
<http:/iwww.gpo.gov/fdsys/pke/PLAW-108publi 59/pdf/PLAW-108pubil59.pdf>.

7 The 22 Federal agencies and entities include: the Office of the Comptroller of the Cun’ency, the Office of Thrift Supervision;
the Board of Governors of the Federal Reserve System; the Bureau of C Fi 1 P jon; the Federal Deposit
Insurance Corporation; the National Credit Union Administration; the Securities and Exchange Commission; the Departments of
Education, Agriculture, Defense, Health and Human Services, Housing and Urban Development, Labor, Treasury, and Veterans
Affairs; the Federal Trade Commission; the General Services Administration; the Small Business Administration; the Social
Security Administration; the C: dity Futures Trading Commission; the Office of Personnel Management; and the White
House Office of Public Engagement.

® Dodd-Frank Wall Street Reform and Consumer Protection Act, Pub, L. No. 111-203, 124 Stat 1376 (20]0), section 1013
(codified at 12 U.8.C. §5493 et seq.). Available at <hitp://www.gpo.gov/fdsys/pke/PLAW-111publ203/pdf/PLAW-
111publ203.pdf>.

? Financial Literacy and Education Commission, Taking Ownership of the Future: The National Strategy for Financial Literacy.
Apr. 2006.
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Challenges Facing the Financial Literacy and Education Commission

As required by Firancial Literacy and Education Improvement Act, GAO assessed the FLEC’s
effectiveness, presenting their findings in 2 December 2006 report™ as well as follow-up
testimony before this Subcommittee in April 2007 and 2009." GAO reviewed the Commission’s
progress in developing a national strategy; developing a website and hotline; and coordinating
Federal efforts with state, local, nonprofit, and private sectors.

GAO found that the National Strategy for Financial Literacy was a useful first step, but that it
was more descriptive than strategic and lacked key characteristics such as setting clear goals and
performance measures, identifying the resources needed to accomplish goals, or establishing
roles and responsibilities.

GAQO reported that the Commission’s website consisted largely of links to other websites but
little original content, was constrained by limited resources and competing priorities, and had not
been tested for usability and customer satisfaction. GAO reported that use of the hotline was
limited, possibly because of limited promotion.

Lastly, GAO reported that the Commission had taken action to coordinate the Federal financial
literacy efforts, bringing agencies together regularly for formal and informal financial literacy
meetings, and centralizing information on financial literacy. However, the Commission faced
multiple challenges, including difficulty in reaching a consensus among all participating Federal
agencies, resource and staffing challenges, and limited legal authority.

GAO’s 2009 assessment of the Commission’s progress found the FLEC had addressed several of
GAQ’s recommendations contained in the December 2006 report. GAO noted the FLEC’s
progress in fostering partnerships with state, local, and non-profit financial literacy providers;
partially initiating independent reviews to assess potential overlap of Federal financial literacy
activities; and conducting a survey to measure customer satisfaction with the FLEC’s
MyMoney.gov website. However, GAO also found several issues remained outstanding, as the
2006 National Strategy for Financial Literacy remained largely descriptive and the FLEC
continued to face challenges directly related to constrained resources. '

The FLEC has stated that the 2011 National Strategy incorporates changes in accordance with
the outstanding GAO recommendations; however a formal assessment cannot be conducted until
the implementation strategy is released.

19 United States Government Accountability Office, Financial Literacy and Education Commission: Further Progress Needed to
Ensure an Effective National Strategy, Dec. 2006 (GAO 07-100), available at <www.gao.gov/highlights/d07 100high.pdf>.

' Statement of Richard J. Hillman, Managing Director of Financial Markets and Community Investment, before the
Subcommittee on Oversight of Government Management, the Federal Workforce, and the District of Columbia, 29 Apr. 2009,
available at <htp://www.gao.gov/new.items/d09638t.pdf>; Statement of Yvonne D. Jones, Director of Financial Markets and
Community Investment, United States Government Accountability Office, before the Subcommittee on the Oversight of
Government Management, the Federal Workforce, and the District of Columbia, 30 Apr. 2007, available at
<http://www.gao.gov/new.iterns/d07777t.pdf>.

** Statement of Richard J. Hillman, Managing Director of Financial Markets and Community Investment, before the
Subcommittee on Oversight of Government Management, the Federal Workforce, and the District of Columbia, 29 Apr. 2009,

available at <http://www.ga0.gov/new.items/d09638t.pdf>.
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Key Agency Initiatives

U.S. Department of Education

The Excellence in Economic Education Act was enacted in 2001 as part of the No Child Left
Behind Act (P.L. 107-110). This Act promotes economic and financial education targeted to
students ranging from kindergarten to grade twelve by awarding grants and sub-grants to
nonprofit providers of financial education. A nationwide network of state councils for economic
education and university-based centers has emerged from the program.”

U.S. Securities and Exchange Commission (SEC)

The SEC Office of Investor Education and Advocacy (OIEA) is undertaking a study of financial
literacy among retail investors. Under the Dodd-Frank Wall Street Reform and Consumer
Protection Act, Congress required the SEC to assess financial literacy among retail investors and
subgroups of retail investors and identify methods to improve the disclosure investors receive
before hiring a financial professional or purchasing a financial product.* The SEC also must
identify the most effective existing private and public efforts to educate investors. Finally, the
SEC must develop a strategy to raise financial literacy among investors and achieve positive
change in investor behavior. The study is intended to be the first truly comprehensxve,
nationwide assessment of financial literacy among U.S. retail investors.'

Consumer Financial Protection Bureau (CFPB), Office of Servicemember Affairs (OSA)

The Dodd-Frank Wall Street Reform and Consumer Protection Act created the OSA within the
CFPB.' OSA is authorized to work in partnership with the Pentagon to see that military
personnel and their families receive strong financial education; to monitor their complaints about
consumer financial products and services; and to coordinate efforts by Federal and state agencies
to improve consumer financial protection measures for military families.”

Relevant Legislation

Dodd-Frank Wall Street Reform and Consumer Protection Act (Public Law 111-203) - An
Act to promote the financial stability of the United States by improving accountability and
transparency in the financial system, to end “too big to fail”, to protect the American taxpayer by

1,

3 Additional information available at the E; in Economic Education webpage:

<hitpy//www2.ed.gov/programs/econeducation/index.htm{>.
14 Dodd-Frank Wall Street Reform and Consumer Protection Act, Pub. L. No. 111-203, 124 Stat 1376 (2010), section 917
(codified at 12 U.S.C. §5301 et seq.). Available at <attp://www.gpo.gov/fdsys/pke/PLAW-111publ203/pdfPLAW-

11 1publ203 pdf>.

15 Schock, Lori J. “Remarks at Money Smart Week: A Financial Literacy and Education Summit.” Charleston, WV. 19 Oct.
2010. Available at <http://www.sec.gov/news/speech/2010/spch1019101jg htm>.
1 pub, L. No. 111-203, Section 1013(e).
'7 Statement of Hollister K. Petracus before the House Committee on Veteran Affairs. 09 Feb. 2011. Available at
5 hs

1ly-petragus-before-the-house~committee-on-veterans-affairs/>.
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ending bailouts, to protect consumers from abusive financial services practices, and for other
purposes. http://www.gpo.gov/fdsys/pke/PLAW-111publ203/pdf/PLAW-111publ203.pdf

Credit Card Accountability Responsibility and Disclosure Act of 2009 (Public Law 111-88)
- An Act to amend the Truth in Lending Act to establish fair and transparent practices relating to
the extension of credit under an open end consumer credit plan, and for other purposes.
http://www.gpo.gov/fdsys/pke/PLAW-111publ24/pdf/PLAW-111pubi24.pdf

Fair and Accurate Credit Transactions Act of 2003 (Public Law 108-159) — An Act to amend
the Fair Credit Reporting Act, to prevent identity theft, improve resolution of consumer disputes,
improve the accuracy of consumer records, make improvements in the use of, and consumer
access to, credit information, and for other purposes. http://www.gpo.gov/fdsys/pkg/PLAW-
108publ159/pdf/PLAW-108publ159.pdf

Additional Information
Financial Literacy and Education and Commission website: www.mymoney.gov/

The Department of the Treasury’s Office of Financial Education website:
www.treas.gov/offices/domestic-finance/financial-institution/fin-education/

The President’s Advisory Council on Financial Literacy
bttp://www.treas.gov/offices/domestic-finance/financial-institution/fin-education/council/

U.S. Securities and Exchange Commission’s Office of Investor Education and Advocacy
website: www.investor.gov

Financial Literacy and Education Summit 2010:
http://www.practicalmoneyskills.com/summit2010/webcast.php

GAO’s April 29, 2009, testimony by Richard J. Hillman, Managing Director of Financial
Markets and Community Investment, before the Subcommittee on Oversight of Government
Management, the Federal Workforce, and the District of Columbia, on the Financial Literacy and
Education Commission: http://www.gao.gov/new items/d09638t.pdf

GAO’s December 2006 Report to Congressional Committees, Financial Literacy and Education
Commission: Further Progress Needed to Ensure an Effective National Strategy (GAO-07-100):

www.gao.gov/highlights/d07100high.pdf

Comptroller General David Walker’s Presentation delivered to the National CPA Financial
Literacy Commission on December 11, 2006, Increasing Financial Literacy in America (GAO-

07-284CG): http://www.gao.gov/cghome/d07284cg.pdf

GAO’s November 2004 Report to Congressional Committees, Highlights of a GAO Forum: The
Federal Government's Role in Improving Financial Literacy (GAO-05-93SP).
http://www.gao.gov/new.items/d0593sp.pdf
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Chairman Akaka, Ranking Member Johnson, and members of the Subcommittee, thank
you for inviting me to submit a statement for the record. As April is Financial Literacy Month, [
am pleased to highlight the importance of financial literacy to a stable and healthy economy and
to describe some of the Federal Reserve System’s efforts to help Americans make informed
financial decisions.

The recent crisis demonstrated the critical importance of financial literacy and good
financial decisionmaking, both for the economic welfare of households and for the soundness
and stability of the system as a whole. Good financial choices depend on reliable and useful
information, presented in an understandable way. Essential components of personal financial
management include an understanding of how to budget strategically, use credit, save to build
personal wealth, and shop for and choose suitable financial products.

The Federal Reserve recognizes that informed, educated consumers not only achieve
better outcomes for themselves but, through careful shopping for and use of financial products,
help to increase market efficiency and innovation. Our approach to assisting consurmers to
successfully navigate the financial marketplace has been three-pronged: First, we have worked
diligently to foster financial and economic education. Second, we conduct research on consumer
decisionmaking that helps to identify what works in financial education and informs the
regulatory process. Third, in recognition that basic financial knowledge is not sufficient to
safeguard people from fraud and deceptive practices, we have promulgated strong consumer
protection rules and consumer-tested required financial product disclosures to ensure they
present information clearly and in a useful format. We vigorously enforce consumer protection
laws to ensure that providers of consumer financial products act fairly and comply with the spirit

and letter of the rules.
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Financial and Economic Education

In our dynamic and complex financial marketplace, financial education must be a life-
long pursuit that enables consumers of all ages and economic positions to stay attuned to changes
in their financial needs and circumstances and to take advantage of products and services that
best meet their goals. Well-informed consumers, who can serve as their own advocates, are one
of the best lines of defense against the proliferation of financial products and services that are
unsuitable, unnecessarily costly, or abusive.
Financial Education from the Federal Reserve

The Federal Reserve has provided unbiased, credible, research-based financial
information and educational materials, in print and on the Internet, for many years. We offer
publications--in both English and Spanish--that provide consumers tips on a broad range of
topics, from avoiding mortgage foreclosure scams to managing a checking account. More
recently, the Federal Reserve Board has developed interactive webpages with up-to-date
information on regulatory changes that affect consumer financial products and services. These
webpages offer information in plain language and in an easy-to-understand format; they also
provide links to calculators, additional resources, and other relevant materia}‘ The Board’s
“What You Need to Know” series provides user-friendly information and tools about new terms,
disclosures, and protections for credit card accounts, overdraft protection programs, gift cards,
credit decisions and credit scores, and notices of mortgage transfers.! Since the series webpage
was launched in February 2010, more than 366,000 web views have been logged, with 60
percent of those visits for credit card information.

The Federal Reserve Banks, through their Community Affairs offices, have developed

financial education materials and programs on topics that range from establishing banking

! See Board, “What You Need to Know Series,” webpage, www.federalreserve.gov/consumerinfo/wyntk htm.
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accounts to building wealth. For example, the Federal Reserve Bank of Chicago, as part of
Financial Literacy Month, offers free classes and activities during its “Money Smart Week.” In
events developed in cooperation with local organizations and firms, young people and adults
learn about financial matters ranging from opening a savings account to applying for a mortgage.
Several Federal Reserve Banks are also actively involved in “Bank On” programs that help cities
and financial institutions bring unbanked and underbanked consumers into the financial
mainstream by educating them about the benefits of having a bank account and using other
banking services.

Exposing young people to financial concepts is particularly important. Students can be
particularly vulnerable to the temptations of taking on excessive debt, such as credit card debt.
And the earlier that young people can develop basic financial skills, the more likely it is that they
will make good financial decisions when they become adults. The Federal Reserve is committed
to helping teachers and schools work more effectively with students as they develop their
financial literacy. For example, the Federal Reserve provides a financial and economic
education website with a variety of resources for teachers, and students of various ages and
knowledge levels.” The site offers educational games, classroom lesson plans, online
publications, and multimedia tools. Federal Reserve Banks offer teachers professional
development opportunities to improve their ability to teach personal finance topics. A number of
Federal Reserve Banks also organize personal finance essay, video, and academic competitions
for students. We encourage students and teachers to visit Federal Reserve Bank learning centers
and museums, which feature interactive exhibits about many aspect